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ACT OF 1934
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(1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission file number 0-29004

NOVATEL INC.

(Exact name of Registrant as specified in its charter)

N/A
{Translation of Registrant’s name into English)

Canada
(Jurisdiction of incorporation or organization)

1120-68™ Avenue N.E., Calgary, Alberta, Canada T2E 8S5
(Address of principal executive offices)
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EXPLANATORY NOTE

This Amendment No. I to Form 20-F is being filed solely to include the conformed signature pages to the Form
20-F and Exhibits 31.1, 31.2, 32.1 and 32.2, which were inadvertently omitted from the original filing, and an
updated Exhibit 23.1.
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The dollar amounts presented in this Annual Report on Form 20-F are in Canadian currency unless otherwise
noted (CDN$1 = U.S. $0.9037 on May 4, 2006), and are presented in accordance with accounting principles
generally accepted in Canada. Historic rates of exchange appear in Part I, “Item 3 — Key Information, Selected
Financial Data.” The material differences between Canadian and U.S. generally accepted accounting principles
(“GAAP”) which would bear upon NovArel Inc.’s, (hereinafter referred to as “NovAtel” or “the Company”),
financial statements and, more particularly, income applicable to shareholders’ equity are disclosed in Note 23 of
Notes to Consolidated Financial Statements.

Certain statements in this Annual Report, including those about the Company’s future plans and intentions,
financial guidance, long-term growth prospects, levels of activity or other future events, are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements are not based on historical facts but rather on management’s current expectations regarding NovAtel’s
Sfuture growth, results of operations, performance, future capital and other expenditures, competitive advantages,
business prospects and opportunities. Wherever possible, words such as “anticipate”, “believe”, “expect”, “may”,
“could”, “will”, “potential”, “intend”, “estimate”, “should”, “plan”, “predict”, “forecast” or the negative or
other variations of these words, or similar words or phrases, have been used to identify these forward-looking
statements. Forward-looking statements involve significant known and unknown risks, uncertainties and
assumptions. Many factors could cause actual results, performance or achievements to differ materially from the
results discussed or implied in the forward-looking statements, including operating results of the Company's joint
venture Point, Inc. (“Point”), impact and timing of large orders, U.S. dollar to Canadian dollar exchange rate
fluctuations, establishing and maintaining effective distribution channels, certification and market acceptance of
NovAtel's new products, impact and timing of large orders, credit risks of customers and the Company’s joint venture
Point, Inc. (“Point”), pricing pressures in the market and other competitive factors, maintaining technological
leadership, timing of revenue recognition in connection with certain contracts, the ability to maintain supply of
products from subcontract manufacturers, the procurement of components to build products, product defects, the
impact of industry consolidations, vulnerability to general economic, market and business conditions, competition,
environmental and other actions by governmental authorities, reliance on key personnel and other factors described
in this Annual Report and other SEC filings, many of which are beyond the control of NovAtel. These factors should
be considered carefully and undue reliance should not be placed on the forward-looking statements. These forward-
looking statements are made as of the date of this Annual Report, and NovAtel assumes no obligation to update
or revise them to reflect new events or circumstances.




PART 1

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.
Item 2. Offer Statistics and Expected Timetable

Not applicable.
Item 3. Key Information

A. Selected Financial Data

(a) Summary Financial Information

The following table sets forth selected financial data of the Company for the periods indicated. The selected
financial data as at December 31, 2004 and 2005 and for the years ended December 31, 2003, 2004 and 2005 have
been derived from our audited consolidated financial statements, which appear elsewhere in this Annual Report.
The selected financial data as at and for the years ended December 31, 2001 and 2002 and as at December 31, 2003
have been derived from our audited consolidated financial statements, not included in this Annual Report. The table
sets forth, in Canadian dollars and U.S. dollars, the selected financial data as prepared in accordance with Canadian
generally accepted accounting principles (“Canadian GAAP”). The financial data should be read in conjunction

with “Item 5 — Operating and Financial Review and Prospects” and the Consolidated Financial Statements of the
Company and Notes thereto included elsewhere in this Annual Report.




Year Ended December 31
2005 2004 2003 2002 2001
(in thousands, except per share data)

Statement of Operations Data (1)

Revenues:
Product sales ............c..cviiiiiienn, $59,306 $48,802 $32,138 $26,967 $23,241
NREfees ..o 3,989 5,130 6,546 6,179 4,996
Total revenues ........................ 63,295 53,932 38,684 33,146 28,237
Cost of sales:
Cost of product sales ...................... 22,323 19,586 14,805 11,885 10,730
Cost of NRE fees .............cccoiennnnn, 2,313 2,917 3,565 4,055 2,542
Total cost of sales .................... 24,636 22,503 18,370 15,940 13,272
Gross profit .......ooviuieiiiiiii i 38,659 31,429 20,314 17,206 14,965
Operating expenses:
Research and development ................ 10,882 9,588 7,123 5,334 6,571
Selling and marketing ..................... 6,387 5,751 5,269 5,361 3,612
General and administration ................ 7,082 5,312 4,280 4,045 3,711
Foreign exchange (gain)loss ............... ' 255 595 527 (49) 5)
Share offering costs ...................ol — 754 — —- —
Total operating expenses ............. 24,606 22,000 17,199 14,691 13,889
Operating inCome ...........coovveinieniiennnns 14,053 9,429 3,115 2,515 1,076
Interest income, NEt ... .....vviiiiniiinrenrannns 787 313 174 84 131
Other EXPense . ........vveiieiinariniiirennnen. (72) 67) (137) 377 (128)
Benefit of investment tax credits ............... 1,592 4,356 — — —
Income from continuing operations before
INCOME LAXES o\ vottertr et eiervranennan, 16,360 14,031 3,152 2,222 1,079
Income taxes
Current provision ...........covvviinvennn 2,046 2,328 52 77 13
Future income tax expense (benefit) ....... (2,402) (1,091) — — —
Total income tax expense (benefit) ... (356) 1,237 52 77 13
Net income from continuing operations (3) ..... 16,716 12,794 3,100 2,145 1,066
Income (loss) from discontinued operations (3) ... — 21 360 (648) (956)
Net INCOME ... voirer it iie e e e $16,716 $12,815 $ 3,460 $ 1,497 $ 110
Net income (loss) per share (basic):
Continuing operations ..................... $ 201 $ 1.59 $ 040 $ 028 $ 014
Discontinued operations ................... — — 0.05 (0.09) 0.13)
Net income per share ................. $ 201 $ 1.59 $ 045 $ 0.19 $ 0.01
Weighted average shares outstanding (basic) ... 8,298 8,063 7,723 7,681 7,690
Net income (loss) per share (diluted):
Continuing operations ..................... $ 191 $ 151 $ 039 $ 0.27 $ 0.14
Discontinued operations ................... — — 0.04 (0.08) (0.13)
Net income per share ................. $ 191 $ 151 $ 043 $ 0.19 $ o001
Weighted average shares outstanding (diluted) . ... 8,763 8,500 7,983 7,824 7,704

Footnotes appear on pages 6—10




Year Ended
December 31, 2005

(in thousands, except
per share data)

(U.S. $ equivalent) (2)

Revenues:
Productsales .............coovevnnn.. T S $53,595
N R FBES ottt ittt ettt e e e e 3,605
B oS (A1 11 1= AP 57,200

Cost of sales:

Cost Of product SAleS .......iiii e e 20,173

(00 o) A 2 S =< A A 2,091

Total cost of sales ........c.coovveiiiiiiiiiiiii e 22,264

Gross profit ........ooviiiiiiiiie, e 34,936
Operating expenses:

- Research and development ...........ccoeiviiiieeinnn... S F 9,834
Selling and MAarketing ... .....ooniiur ittt e 5,772
General and adminiStration .. ...viet vttt ier ettt a et et en it 6,400
Foreign exchange 10SS ... ..ot i e 230

Total Operating eXpenses ..........ccvvieiieeenrierarnnneens. s TR 22,236
Operating inCome ..........ceuvvirieuneinniennnen., P '..‘ ........ 12,700
TREETESE IICOMIE, TIEE o\ttt vttt ettt et ettt e e st et ettt e e e e et e ettt et e raeaeneareanins - 711
L 413 g 04 53 1 1 (65)
Benefit of investment tax credits .................. i, S 1,439
Income from continuing operations before income taxes ...........ccooiviiiieiiiiiiiienaaa., 14,785

Income taxes

Current provision .........ivciiiiiiiiiiii e s 1,850
Future income tax expense (benefit) ....................coia... B TR (2,171)
Total income tax expense (benefit) e PR (321)
(1S 1 Te3 12 - N $15,106
Net income per share (basic):
Continuing OPETAtIONS ... e teneennrerarenneeinnennanen.. SO PR $ 182
Discontinued Operations ...........iiueiuneein ettt e —
Netincome per share .............ooiiiiiiiiiiiiiiiiii i $§ 1.82
Weighted average shares outstanding (Dasic) ... .....vvvveteiireiieiaieteiieainaiieeanenns 8,298
Net income per share (diluted): ; .
Continuing OPerations ................ceeeeevs.. PEUTISOT O $ 172
Discontinued operations ..................coiiiiii PP —
Net INCOME PEr SHATE ...\ttt ittt e i e e et raearanas $ 172
Weighted average shares outstanding (diluted) ... .. ..ot it i 8,763

Footnotes appear on pages 6—-10




December 31, US. §

: Equivalent
] (Canadian $) December 31,
2005 2004 2003 2002 2001 2005®

(in thousands)

Balance Sheet Data'V:

Working capital ....................L. $44270 $30,322 $17,978 . $14,372 $12,284 $40,007
Total assets .........cvvvevineinennnn. 71,255 52,946 35572 30,890 27,821 64,393
Long-term liabilities ................. _ = 212 88 253 —
Total shareholders’ equity ............ 58,117 40,093 25,447 20,547 19,086 52,520

(1) The consolidated financial statements have been prepared in accordance with generally accepted accounting
principles in Canada (Canadian GAAP or Canadian principles). The material differences from U.S. generally
accepted accounting principles (U.S. GAAP or U.S. principles) are described below.

(2) Canadian dollar amounts for 2005 have been translated into U.S. dollars solely for the convenience of the reader,
at the rate of U.S. $0.9037 per CDN $1.00, which was the exchange rate as of May 4, 2006. These translations
are not necessarily representative of the amounts that would have been reported if the Company historically
had reported its financial statements in U.S. dollars. In addition, the rates utilized are not necessarily indicative
of the rates in effect at any other time. ‘

(3) As of December 31, 2005, the Company owned a 70% equity interest in Mezure, Inc., a company that had
been developing a GPS, wireless communication and Internet based product for deformation monitoring of
manmade and natural structures. On April 8, 2003, the shareholders of Mezure voted unanimously to proceed
with a Chapter 7 bankruptcy filing for Mezure, which was concluded on September 24, 2003. Consequently,
the Company is treating Mezure as a discontinued operation.

Canadian GAAP to U.S. GAAP Reconciliation ($ thousands)

i) Deferred Development Costs

As of December 31, 2005, the Company had deferred $1,657 of development costs, net of accumulated
amortization related to the development of a certified aviation GPS receiver. In the year ended December 31, 2005,
the Company deferred $nil of development costs ($218 in 2004, $157 in 2003, $125 in 2002, and $4 in 2001) in
accordance with Canadian GAAP. Under U.S. GAAP, these costs would be expensed as incurred as research and
development costs.

In the year ended December 31, 2005, the Company amortized $538 of deferred development costs ($416 in
2004, $196 in 2003, $57 in 2002, and $36 in 2001) in accordance with Canadian GAAP. Under U.S. GAAP, these
costs would have been expensed in the periods when the originating expenditures were incurred.

Further, for U.S. GAAP purposes, the Company would have recharacterized the-goodwill acquired on the
Mezure, Inc. share acquisition of $231 as development related costs, and these costs would have been expensed
on acquisition in 2001.

In addition, for Canadian GAAP purposes, in connection with the recognition of prior year’s investment tax
credits, the Company reduced the deferred development costs by $164 in the year ended December 31, 2005. Under
U.S. GAAP, this amount would have been accounted for as an expense when the originating expenditures were
incurred.

ii) Stock-Based Compensation

Under U.S. GAAP, Statement of Financial Accounting Standard (“SFAS") 123 “Accounting for Stock-Based
Compensation” establishes a fair value based method of accounting for stock-based compensation. Companies have
the option of including the effect of this pronouncement in determining their net income, or alternatively, may




continue to apply the accounting provisions of APB Opinion 25, but must comply with the disclosure requirements
of SFAS 123. For U.S. GAAP purposes, the Company continues to account for its stock-based compensation in
accordance with APB Opinion 25 (see Note 23(k) in the consolidated financial statements presented elsewhere in
this Annual Report).

Effective January 1, 2004, under Canadian GAAP the Company adopted the fair value method of accounting
for stock options awarded to employees on or after January 1, 2002 as required by amended CICA Handbook Section
3870 Stock-Based Compensation and Other Stock-Based Payments. As permitted by the transitional provisions of
Section 3870, the change was adopted retroactively without restatement. Under Section 3870, the fair value of stock
options is recognized over the applicable vesting period as stock-based compensation expense and a credit to
contributed surplus. When options are exercised, the proceeds are credited to share capital, and the applicable fair
value is reclassified from contributed surplus to share capital. Retroactive application of Section 3870 resulted in
the opening balances as at January 1, 2004 of deficit, contributed surplus and share capital being increased by $456,
$390 and $66, respectively, as though the fair value method had been applied since January 1, 2002. As indicated
above, the Company continues to account for its stock-based compensation in accordance with APB 25 and thus
these adjustments would not be recorded for U.S. GAAP purposes.

Under Canadian GAAP, the Company incurred stock-based compensation expense of $587 in the year ended
December 31, 2005 ($326 in 2004). For U.S. GAAP purposeés, this expense would not have been included in the
determination of net income.

iii) Derivatives and Hedging Activities

The Company has historically entered into foreign exchange options and forward contracts to manage its
exposure to foreign currency fluctuations. Under U.S. GAAP, the accounting for derivative instruments and hedging
activities is contained in the Statement of Financial Accounting Standard (“SFAS”) No. 133, as amended by SFAS
137, SFAS 138 and SFAS 149 (“SFAS 133”). SFAS 133 establishes accounting and reporting standards requiring
that all derivative instruments be recorded in the balance sheet as either an asset or a liability measured at fair value
and requires that changes in the fair value be recognized currently in earnings unless specific hedge accounting
criteria are met. For cash flow hedges, changes in the fair value of the derivative instrument are recognized in net
earnings in the same period as the hedged item and any changes in the fair value prior to that period are recognized
in other comprehensive income. For fair value hedges, both the derivative instrument and the underlying
commitment are recognized on the balance sheet at their fair value and any changes in the fair value are recognized
currently in net earnings. The Company’s foreign exchange contracts have been accounted for as cash flow hedges.

Under U.S. GAAP, SFAS 133 would result in an increase in total assets of $192 as of December 31, 2005
($179 as of December 31, 2004) related to the fair value of the Company’s foreign exchange contracts.

iv) Investment in Joint Ventures

The accounts of the Company’s 49% joint venture interest in Point and former 48.7% joint venture interest in
Mezure, Inc. (prior to the Company acquiring a 74% controlling interest on July 23, 2001) are proportionately
consolidated as required under Canadian GAAP. Under U.S. GAAP, proportionate consolidation is not permitted, and
the Company’s investment in these joint ventures would be accounted for using the equity method. As permitted by SEC
guidance, the effects of this difference i in accounting principles have not been reflected in the accompanying tables.

In 2002, the Company recognized a gain of $121 related to the reduction of its equity interest in Mezure from
approximately 74% to 70%. Under U.S. GAAP, the Company would have reflected the effects of this transaction as a
direct increase in shareholders’ equity of $160 after consideration of the impact of previous U.S. GAAP adjustments.

In addition, in 2003, the Company recognized a gain of $379 related to the liquidation of the remaining assets
and liabilities of Mezure. Under U.S. GAAP, this gain would have been $571, since $192 characterized as goodwill
under Canadian GAAP would have been expensed on acquisition in 2001 (see Note (i) above).




v) Intangibles Related to Acquisition of CMC Electronics’ OEM GPS Business

" On May 14, 2003, the Company acquired the CMC Electronics non-aviation GPS product line. The fair value
of the net assets acquired included $497 in intangibles, comprised primarily of technology, product design, customer
relationships and an established market presence. Under U.S. GAAP, when accounting for transfer of assets between
entities under common control, the entity that receives the net assets or the equity interest would initially recognize
the assets and liabilities transferred at their carrying amounts at the date of transfer. Any excess of consideration
given over the controlling shareholders’ carrying value would be accounted for as a reduction of equity.

vi) Classification of Employee Relocation and Termination Costs

In the year ended December 31, 2002, the Company included $128 of employee relocation and $84 of employee
termination costs within other expense in the consolidated statement of operations. Under U.S. GAAP, these costs
would be included within operating expenses.

vii) Provision for Future Warranty Costs

The changes in the provision for future warranty costs during each of the five years ended December 31, are

as follows: ‘
2005 2004 2003 2002 2001

Opening balance, beginning

of period ..................... $ 538 $ 410 $ 344 $ 285 $ 268
Additions to provision .......... 382 312 220 203 148
Costs incurred .................. (227) (184) (154) (144) (13D
Ending balance, end of period .. $ 693 $ 538 $410 $ 344 $ 285

viii) Investment Tax Credits

Under Canadian GAAP, the Company uses the cost reduction method to account for its investment tax credits. The
investment tax credits relate to certain research and development expenses and are recognized when there is reasonable
assurance that the Company will be able to realize the benefit of these credits. In the year ended December 31, 2005,
the Company recognized $1,756 ($4,356 in 2004, $nil in 2003) of investment tax credits, of which $1,592 was recorded
on the statement of operations as a benefit of prior years’ investment tax credits on the statement of operations and $164
was recorded as a reduction of deferred development costs on the balance sheet.

Under U.S. GAAP, the Company would use the flow through method to account for its investment tax credits
and would record the recognition of the $1,756 of investment tax credits in 2005 as a reduction of the current income
tax provision. Under U.S. GAAP, for the year ended December 31, 2004, the Company would record the recognition
of the $4,356 of investment tax credits as a $2,258 reduction of the current income tax provision and as a $2,098
increase in future income tax benefit.

The net effect of these reconciling items would be an increase in net income from continuing operations of
$164 in the year ended December 31, 2005 under U.S. GAAP.

ix) Comprehensive Income

U.S. GAAP utilizes the concept of comprehensive income, which includes net income and other comprehensive
income. Currently, there is no similar concept under Canadian GAAP. Other comprehensive income represents the
change in equity during the period from transactions and other events from non-owner sources and includes such
items as changes in the fair value of cash flow hedges.




X) Summary of the Differences between Canadian and U.S. GAAP

The effects of the above-noted differences between U.S. and Canadian GAAP produces the following

differences on the presented statement of operations data:

Net income from continuing operations —
Canadian GAAP ............. ... ... ...l
Adjustments to U.S. GAAP
Deferred development costs (i) .....................
Amortization of deferred
development costs (i) ........ccooeiiiiiiiiiniion.
Stock-based compensation expense (ii) .............
Reduction of deferred development costs
related to recognition of investment tax credits ..
Amortization of intangibles acquired
from CMC Electronics (v) .....oovviiviinain.s.

Net income from continuing operations —
US.GAAP ...

Net income (loss) from discontinued
operations — Canadian GAAP
.Adjustments to U.S. GAAP
Gain on liquidation of Mezure, Inc. (iv) ............
Gain on dilution of equity in Mezure, Inc. (iv) .....
Write-off of Mezure, Inc. development
related costs (i)

Income (loss) from discontinued
operations — U.S. GAAP

Net income (loss) — U.S. GAAP

Net unrealized gain (loss) on foreign

exchange contracts (i) ...........coeeiireeinecnennnn.
Reclassification to income of gains and losses

on cash flow hedges

Comprehensive income (loss)

Year Ended December 31,

2005 2004 2003 2002 2001

$16,716  $12,794 $3,100 $2,145 $ 1,066
— @18)  (157) (125 4)

538 416 196 57 36
587 326 — — —

164 — — — —

124 124 62 — —
18,129 13442 3201 2,077 1,098
—_— 21 360 (648)  (956)

— — 192 - —

— — — 2y —
_ _ _ _ (231)
— 21 552 (769) (1,187
18,129 13463 3,753 17308 (89)
192 179 — (48) 1
(179) — 48 (1) —
$18,142 $13,642 $3,801  $1,259 (38)




Net income (loss) per share as computed under Canadian and U.S. GAAP is as set forth below for the

following periods:
Year Ended December 31,

2005 2004 2003 2002 2001
Net income per share from continuing operations
Canadian GAAP — basic ...........cooiiiiiiiiiienn. .. $2.01 $1.59 $0.40 $0.28 $0.14
U.S. GAAP — basic ...ooviiiiniiiiei i $2.18 $1.67 $0.41 $0.27 $0.14
Canadian GAAP — diluted ...............c.coieiinnt. $1.91 $1.51 $0.39 $0.27 $0.14
US. GAAP —diluted ..., $2.07 $1.58 $0.40 $0.27 $0.14

Year Ended December 31,

2005 2004 2003 2002 2001
Net income (loss) per share
Canadian GAAP — basic ...........coooviiiieennn,, $2.01 $1.59 $0.45 $0.19 $0.01
US.GAAP —Dbasic ....coviiii i $2.18 $1.67 $0.49 $0.17 $(0.01)
Canadian GAAP — diluted ...................coenlel. $1.91 $1.51 $0.43 $0.19 $0.01
US. GAAP —diluted ...........ccoiiviininiiininnn., $2.07 $1.58 $0.47 $0.17 $(0.01)

The reconciliation of the selected consolidated financial data between U.S. and Canadian GAAP produces the
following differences on the presented balance sheet data:
Year Ended December 31

2005 2004 2003 2002 2001
Total Assets
Canadian GAAP ......... i i $71,255  $52,946  $35,572  $30,890 $27,821
Adjustments to U.S. GAAP
Deferred development costs (i) ................ (1,657) (2,359) (2,557) (2,596} (2,528)
Fair value of financial instruments (iii) ........ 192 179 — (48) —_
Write off of development related costs on
Mezure acquisition (DGEv) .......cooeneen... —_ — — (192) 231
Reduction of intangibles acquired from
CMC Electronics to carrying value (v) ...... (182)  (306) (430) — —
US. GAAP ..o e $69,608 $50,460  $32,585  $28,054  $25,062
Total Shareholders’ Equity
Canadian GAAP .....ccooviiii e $58,117  $40,093  $25447  $20,547 $19,086
Adjustments to U.S. GAAP
Deferred development costs (i) ................ (1,657) (2,359) (2,557 (2,596) (2,528)
Write off of development related costs on
Mezure acquisition (V) ..........iiien... — — — (192) (231)
Reduction of intangibles acquired from
CMC Electronics to carrying value (v) ...... (492) 492) 492) — —
Amortization of intangibles acquired from
CMC Electronics (V) ...vovvviriiiiniinennnns 310 186 62 — —
U.S. GAAP before other comprehensive income ....  $56,278  $37,428 $22,460 $17,759  $16,327
Accumulated other comprehensive
income (J0SS) ...oiiiiiiii e 192 179 — (48) 1
U.S. GAAP including accumulated
comprehensive income ...............oiiiiial $56,470  $37,607 $22,460 $17,711  $16,328
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(b) Canadian and U.S. Dollar, Exchange Rate

The following table sets forth, for each period presented, the high, low and average exchange rates during
the indicated period and the exchange rates at the end of the indicated period for one Canadian dollar, expressed
in U.S. dollars, based on the noon buying rate in New York City for cable transfers payable in Canadian dollars
as certified for customs purposes by the Federal Reserve Bank of New York:

U.S. Dollars Per Canadian Dollar
Year Ended December 31

2005 2004 2003 2002 2001
AVETAZE ...t $0.8254 $0.7682 $0.7139 $0.6368 $0.6457
High ... 0.8690 0.8493 0.7738 0.6619 0.6697
oW e 0.7872 0.7158 0.6349 0.6200 0.6241
Periodend ..............cco i 0.8579 0.8310 0.7738 0.6329 0.6267

Month Ended

April March February January December November

. 2006 2006 2006 2006 2008 2005
HEGR © oot $0.8936  $0.8834  $0.8788  $0.8744  $0.8690  $0.8579
Low oo $0.8534  $0.8531 $0.8638  $0.8528 $0.8521 $0.8361

On May 4, 2006 the exchange rate was U.S. $0.9037 per CDN $1.00.
(c) Dividends

The Company has not paid any cash dividends since its inception. The Board of Directors may pay cash
dividends in the foreseeable future, but intends to retain the majority of earnings, if any, for use in its
business operations.

B. Capitalization and Indebtedness
Not applicable.
C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

In addition to the other information set forth in this Annual Report, the following risk factors should be
considered carefully in evaluating the Company. This Annual Report contains certain forward-looking statements
and intentions. The cautionary statements made in this Annual Report should be read as being applicable to all
related forward-looking statements wherever they appear in this Annual Report. The Company’s actual results could
differ materially from those discussed here. Factors that could cause or contribute to such differences include those
discussed below, as well as those discussed elsewhere in this Annual Report.

The Company's operating results are susceptible to fluctuations.

NovAtel’s results of operations have fluctuated and can be expected to continue to fluctuate on a periodic basis
as a result of a number of factors which affect revenue, gross margin and operating expenses. Annual and quarterly
revenues have fluctuated because of a number of factors, including fluctuations in demand for existing products,
the rate of development of new products, the degree of market acceptance of new products, increased competition,
acquisition of new product lines, timing of major contracts, U.S. dollar to Canadian dollar exchange rates, operating
results of subsidiaries and joint ventures, certification and market acceptance of new products, impact and timing
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of large orders, pricing pressures in the market, establishing and maintaining effective distribution channels,
fluctuations in non-recurring engineering (“NRE”) fees, seasonality and other factors affecting customer purchase
patterns and the timing of industry trade shows.

Gross margin as a percentage of revenue varies primarily as a result of product sales mix, the proportion of
total revenue comprised of NRE revenue, changes in materials and contract manufacturing costs, liquidation of
discontinued inventory, and absorption of fixed manufacturing costs.

A shortfall from anticipated revenue, lower gross margins or higher than expected expenses could adversely
affect results of operations. In addition, if NovAtel were to receive a major contract, the Company’s expenditures
required to support such a contract would likely increase. If revenue from the contract were delayed for any reason,
including cancellation or deferral of the contract, the Company’s results of operations could be adversely affected.
See “Item 5 — Operating and Financial Review and Prospects, Operating Results.”

If the Company’s product innovations and enhancements are not successful, the Company’s revenue growth and
results of operations may be adversely impacted.

Although NovAtel expects to make significant investments in research and development to continue to enhance
existing products, develop new products which incorporate new and existing technologies and achieve market
acceptance for such products, there can be no assurance that such new products or product enhancements will be
successfully developed or, if developed, that any such new products or product enhancements will be developed
in time to capture market opportunities or achieve a significant or sustainable level of market acceptance in new
and existing markets. The development of new, technologically advanced products and product enhancements is
a complex and uncertain process requiring accurate anticipation of technological and market trends. Any inability
on NovAtel’s part to successfully define, develop and introduce new products and product enhancements may
materially adversely affect its growth potential and results of operations.

In addition, development and manufacturing schedules for technology products are difficult to predict, and
there can be no assurance that NovAtel will achieve timely initial customer shipments of new products. The timely
availability of these products in the market place and their acceptance by customers are important to the future
success of NovAtel. NovAtel has previously experienced delays in shipping certain of its products and any future
delays, whether due to manufacturing delays, product design and development delays, lack of market acceptance,
delays in any required regulatory approval, or otherwise, could adversely affect customer acceptance of its products
and have a material adverse effect on NovAtel’s business, financial condition and results of operations. From time
to time, NovAtel or its competitors may announce new products, capabilities or technologies that have the potential
to replace or shorten the life cycles of its existing products. No assurance can be given that announcements of
currently planned or other new products will not cause customers to defer or stop purchasing NovAtel products
until NovAtel or its competitors’ new products become available. In addition, certain of NovAtel’s products must
pass governmental and similar certifications before they can be sold. Any inability or delay in obtaining such
certifications could have a material adverse effect on NovAtel’s business, financial condition and results of
operations. See “Item 4 — Information on the Company, Business Overview — Research and Development.”

The Company is subject to exchange rate fluctuations which could have a material effect on the Company’s revenues
and results of operations.

Over 95% of NovAtel’s revenues have been, and are likely to continue to be, realized in currencies other than
the Canadian dollar, principally the U.S. dollar. A significant portion of NovAtel’s expenses, however, will be
incurred in Canadian dollars. Accordingly, fluctuations in the exchange rates between the U.S. dollar and other
foreign currencies and the Canadian dollar could have a material adverse effect on NovAtel’s revenues and its results
from operations. If the Canadian dollar increases in value relative to the U.S. dollar, NovAtel’s reported Canadian
dollar revenues and net income may be materially and adversely affected. For example, during 2005, the Canadian
dollar increased in value relative to the U.S. dollar from $0.8310 on January 1, 2005 to $0.8579 on December 31,
2005. NovAtel uses forward foreign currency contracts to hedge a portion of its exposure to fluctuations in the U.S.
dollar and Euro. There can be no assurance that NovAtel will be successful in such hedging activities.
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The Company relies on a limited number of customers for a substantial portion of its revenue and any loss of any
key customer could have a material effect on the Company’s business, financial condition or results of operations.

In 2005, the Company derived 49% of its revenues from its top four customers, namely Leica Geosystems
A.G. (“Leica Geosystems”), Beijing BDStar, Raytheon Company (“Raytheon”), and Sokkia Co. Ltd. (“Sokkia”)/
Point. The loss of any key customer could have a material adverse effect on the Company’s business, financial
condition and results of operations. In addition, should any of the Company’s customers experience financial
difficulties resulting in an inability to pay amounts owing to the Company, the Company may experience a material
adverse effect on its financial condition and results of operations.

The Company’s strategic co-operation agreement with Leica Geosystems provides that in the event of the
acquisition of control of NovAtel or a significant portion of its assets by certain specified competitors of Leica
Geosystems, then Leica Geosystems may, among other things, terminate the agreement and any related development
or supply agreements. The strategic co-operation agreement between the Company and CMC Electronics contains
a similar right in favour of CMC Electronics which is triggered in circumstances in which control of NovAtel or
a significant portion of its assets are acquired by certain specified competitors of CMC Electronics. The termination
of either of such agreements could have a material adverse effect on NovAtel’s business, financial condition and
results of operations and could cause the Company’s quarterly operating results to fluctuate and cause its stock price
to decline.

The Company places binding manufacturing orders based on its forecasts and, if the Company fails to adequately
forecast demand for its products, it may incur product shortages or excess product inventory.

The Company’s third-party manufacturers require the Company to place binding manufacturing orders in
advance of the Company receiving purchase orders from its customers. This may result in product shortages or
excess product inventory because the Company cannot easily increase or decrease these purchase orders. Obtaining
additional supply in the face of product shortages may be costly or impossible, particularly in the short term, which
could prevent the Company from fulfilling orders. If the Company fails to adequately forecast demand for its
products it could cause the Company’s operating results to fluctuate and cause its stock price to decline.

The Company relies on suppliers for the components used in its products and interruptions in the supply of such
components or a significant increase in the price of one or more components could adversely affect the Company'’s
business, financial condition and results of operations.

Most of the components used in the Company’s products are standard parts readily available from more than
one supplier. However, a few components are sourced from sole suppliers or are custom parts unique to NovAtel,
including application specific integrated circuits manufactured to proprietary design, radio frequency filters,
microprocessors and duplexers/filters. While custom parts make the Company’s products hard to imitate, they also
represent a manufacturing risk due to the lack of alternative suppliers. If these parts became unavailable, redesign
or modification of the Company’s products could be required. In addition, suppliers may cease manufacturing
common components, replacing them with newer parts, which require requalification. These risks could cause an
interruption in the Company’s ability to provide a steady stream of products to its customers, which would adversely
impact the Company’s revenues and results of operations.

NovAtel has experienced significant production delays in the past caused by an insufficient supply of certain
components. If NovAtel is unable to obtain a sufficient supply of single source components from its current vendors,
NovAtel may be required to obtain such components from alternative sources at higher prices and may experience
adelay or interruption in product shipments, which could adversely affect its business, financial condition and results
of operations and damage customer relationships until an alternative source can be obtained. NovAtel has taken
steps to ensure adequate supply of these components and commenced product redesigns, as may be required.

Also, a significant increase in the price of one or more components could adversely affect NovAtel’s business,
financial condition and results of operations. Although NovAtel has instituted vendor audit programs, there can be no
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assurance that NovAtel will not face problems with the quality of components in the future that could result in delays
in supplies, interrupt shipments and require modification of products already sold by NovAtel, any of which could have
a material adverse effect on NovAtel’s business, financial condition and results of operations. NovAtel currently relies
on two primary subcontractors to manufacture the majority of its circuit card assemblies. There can be no assurance that
the circuit card assembly subcontractors will be able to manufacture NovAtel’s products in a timely and reliable manner.
The failure by a subcontractor to manufacture products in a timely and reliable manner could have a material adverse
effect on NovAtel’s business, financial condition and results of operations.

The Company’s success is dependent upon key personnel.

NovAtel’s future success depends, in part, on its ability to attract and retain qualified technical staff, such as
geomatics engineers, electrical engineers (including radio frequency engineers, A.S.I.C. engineers and digital signal
processing engineers), printed circuit board technologists, marketing, sales and executive management. Competition
for such personnel is intense and the number of persons with relevant experience, particularly in engineering, is
limited. Any inability on the part of NovAtel to attract and retain additional key employees or the loss of one or
more of its current key employees could materially adversely affect NovAtel’s business, financial condition and
results of operations.

The Company may not be able to maintain existing OEM customers and strategic relationships or develop distribution
channels for the sale of its products which would affect the Company’s revenues and results of operations.

NovAtel sells its OEM products directly to OEM customers and to strategic relationships. The Company
expects to continue to utilize these relationships to sell to companies that will incorporate NovAtel’s products into
their products and services. Accordingly, the Company’s success will be dependent in large part on its ability to
continue existing relationships and develop new OEM and other third party relationships.

NovAtel cannot predict nor control the extent to which its distribution network will be successful in marketing
products incorporating the Company’s technology. A material loss of any of the Company’s key OEM customers
or strategic partners, either as a result of competitive products offered by other companies or products developed
internally by these OEM customers and strategic partners, or their inability to penetrate their respective market
segments, could have a material adverse effect on the Company’s business, financial condition and results of
operations. There can be no assurance that NovAtel can continue to attract OEM customers, dealers and strategic
partners and any inability to do so could materially adversely affect the Company’s business, financial condition
and results of operations.

NovAtel plans to continue expanding its distribution channels. There can be no assurance that such expansion
will be successfully completed, that the cost of such expansion will not exceed the revenues generated, or that the
Company’s sales and marketing organization will be able to successfully compete against the more extensive and
well-funded sales and marketing operations of many of NovAtel’s current or potential competitors. NovAtel’s
inability to manage effectively its distribution expansion could have a material adverse effect on the Company’s

business, financial condition and results of operations. See “Item 4 — Information on the Company, Business
Overview — Sales, Marketing and Distribution.”

The price of NovAtel’s common shares has fluctuated substantially over the last few years.

Since January 1, 20035, the price of NovAtel’s common shares has ranged from a low of U.S, $14.32 to a high
of U.S. $48.45. A number of factors will continue to influence the market price for the common shares, including:

¢ volume and timing of orders for NovAtel’s products;
o quarterly variations in NovAtel’s or its competitors’ results of operations;

¢ the announcement and introduction of new products or product enhancements by NovAtel or its competitors;
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¢ the announcement of acquisition of companies or technologies by NovAtel or its competitors;

product liability claims or other litigation;
¢ changes in earnings estimates or recommendations by securities analysts; and

s general market conditions and other factors that may be unrelated to NovAtel’s operating performance or
the operating performance of its competitors.

If the trading market for NovAtel’s stock does not continue to develop, securities analysts may not initiate or
maintain research coverage of NovAtel and its shares, and this could adversely affect the market for NovAtel’s shares.

The Company may be adversely affected by trends in the markets for GPS technology and products.

NovAtel currently addresses the following markets for the application of GPS technology: surveying and
mapping, aerospace, precision agriculture, precise timing, marine, unmanned vehicles, mining and machine control.
Although NovAtel believes that these markets have growth potential for sales of GPS products, there can be no
assurance that such markets will continue to develop, particularly given that GPS-based systems are still in an early
stage of adoption in some of these markets, or that even if they develop, such markets will develop in a direction
beneficial to NovAtel’s products or product positioning or in the time frame in which NovAtel expects to launch
products for these markets. Any development of these markets away from GPS technologies or the GPS products
offered by NovAtel could have a material adverse effect on NovAtel’s growth potential and its business, financial
condition and results of operations.

NovAtel also believes that in certain emerging markets its success will depend on its ability to form and
maintain strategic relationships with established system providers and industry leaders. NovAtel’s failure to form
and maintain such relationships, or the pre-emption of such relationships by the actions of other GPS competitors,
could adversely affect its ability to penetrate emerging GPS markets. In addition, NovAtel’s future growth will
depend upon the timely development of the markets in which it currently competes, its ability to continue to identify
and exploit new markets for its products and its ability to open new channels of distribution for existing and future
products. NovAtel’s inability to effectively and efficiently exploit opportunities in new or emerging markets through
successful product marketing, new and timely product introductions and product enhancements and establishing
new distribution channels for its products could have a material adverse effect on NovAtel’s growth, financial
condition and results of operations. Further, to the extent NovAtel builds inventory in anticipation of potential sales
in a new market, the failure of that market to develop could have a material adverse effect on NovAtel’s business,
financial condition and results of operations.

The Company is working towards compliance with new European Union (“EU”) restrictions on the use of certain
hazardous substances, which may increase the Company’s cost or limit the Company's ability to sell product in Europe.

There are EU directives that restrict the use of certain hazardous substances and also create requirements on
waste electrical and electronic equipment. NovAtel is currently planning to be compliant on both of these directives
before the deadlines. However, if the Company’s product development is delayed or if the Company is unable to
locate suitable compliant parts and/or compliant manufacturing practices, which deliver the same level of quality
as current practices, the Company’s sales to Europe may be impacted, starting in July 2006. In addition, the Company
may incur increased costs to dispose of obsolete inventory.

The failure of Point to repay existing loans to the Company or continue as a going concern could adversely affect
the Company’s results of operations.

NovAtel sells GPS receivers and antennas to Point which incorporates these receivers into surveying systems
that are in turn sold through Sokkia’s distribution channels and through independent dealers and distributors.
NovAtel’s consolidated financial statements include its proportionate 49% joint venture interest in the accounts of
Point. Point is subject to similar types of risks as the Company.
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Point is dependent on the Company and Sokkia for product supply, distribution and financing. As of
December 31, 2005, the Company and Sokkia had collectively loaned Point U.S. $5.3 million, U.S. $2.6 million
of which was advanced by the Company. The loans are secured by the assets of Point.

Should Sokkia and the Company discontinue their support, Point’s ability to continue as a going concern would
be impaired. If the existing loans were ultimately not repaid by Point to the Company and Sokkia, and/or if Point
were liquidated in an orderly wind-down, the Company believes that its maximum loss exposure in the statement
of operations to Point as of December 31, 2005, after consideration of the effects of the proportionate consolidation
of Point, would be approximately $600,000, comprised primarily of working capital related items and the costs
that would be incurred to cease operations. The consolidated financial statements of the Company contained
elsewhere in this Annual Report do not reflect any adjustments that would be required if Point’s operations were
discontinued. See “— Dependence on Key Customers.”

The Company’s business is dependent on its intellectual property. If the Company’s patents or trademarks are
declared invalid, the Company’s ability to compete may be adversely affected.

NovAtel currently holds 30 U.S. patents and various related foreign patents which expire at various dates no
earlier than November 28, 2010. NovAtel also has numerous pending U.S. and foreign patent applications. NovAtel
currently licences certain peripheral aspects of its technology from third parties. Although NovAtel believes that
its patents and trademarks have value, there can be no assurance that its patents and trademarks, or any additional
patents and trademarks that may be obtained in the future, will provide meaningful protection from competition.
The value of NovAtel’s products relies substantially on its technical innovation in fields in which there are many
current patent filings. NovAtel recognizes that as new patents are issued or are brought to its attention by the holders
of such patents, it may be necessary for NovAtel to withdraw products from the market, negotiate a license from
such patent holders, redesign its products or pay damages assessed as a result of litigation. Such events could have
a material adverse effect on NovAtel’s business, financial condition and results of operations. In addition, the legal
costs and engineering time required to safeguard intellectual property or to defend against litigation could become
a significant expense of operations.

NovAtel has received written notices from certain parties alleging patent infringement of their respective
patents. Other than one claim by Trimble Navigation Limited (“Trimble”) for which a settlement agreement was
reached, to date, no formal claim has been brought by any of the parties. The Company believes it has valid defences
to these claims should formal proceedings be commenced. In protecting its intellectual property rights NovAtel
has from time to time sent out letters to third parties regarding potential infringement. While no intellectual property
right of the Company has been invalidated or declared unenforceable, there can be no assurance that such rights
will not be invalidated due to the existence of prior art or otherwise held unenforceable. See “Item 4 — Information
on the Company, Business Overview — Legal Proceedings.”

The Company's acquisition strategy involves a number of risks, including overpayment, failure 1o adequately
integrate an acquired business and distraction of management from core operations.

In order to assist in the achievement of growth, NovAtel continues to seek acquisition opportunities to
complement its existing businesses. NovAtel cannot be certain that it will be able to identify suitable acquisition
candidates available for sale at reasonable prices, to consummate any acquisition, or to integrate any acquired
business into its operations successfully. Acquisitions may involve a number of special risks, circumstances or legal
liabilities, some or all of which may have a material adverse effect on NovAtel’s business, results of operations
and financial condition. Acquisitions may also result in potentially dilutive issuances of equity securities. When
evaluating an acquisition opportunity, NovAtel cannot be certain that it has correctly identified and managed the
risks and costs inherent in the business that it is acquiring.

From time to time, NovAtel engages in discussions and activities with respect to possible acquisitions. At any given
time, discussions and activities can be in process on a number of initiatives, each at different stages of development.
While at the present time NovAtel has no binding agreement or commitment to enter into any such transaction, in normal
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course, from time to time, it pursues potential acquisitions. NovAtel can provide no assurance that any potential
transaction will be successfully completed, and, if completed, that the business acquired will be successfully integrated
into NovAtel’s operations. The failure of NovAtel to manage its acquisition strategy successfully could have a material
adverse effect on NovAtel’s business, results of operations and financial condition,

The products and services provided by the Company could expose the Company to product liability and other claims.

There is a risk that NovAtel’s products and services may not perform up to expectations. While NovAtel usually
contractually limits its liability for damages arising from its provision of services, there can be no assurance that
the contractual limitations will be enforceable in all circamstances or in all jurisdictions. Furthermore, litigation,
regardless of contractual limitations, could result in substantial cost to NovAtel, divert management’s attention and
resources from NovAtel’s operations and result in negative publicity that may impair its ongoing marketing efforts.
Although NovAtel has general liability insurance, there is no assurance that this insurance will cover the claims
or that the claims will not exceed the insurance limit under its current policies.

The Company’s business may be adversely affected by risks associated with international operations.

NovAtel derives a significant portion of its revenues from international sales. NovAtel plans to continue to
expand its international sales and marketing efforts. There are a number of risks inherent in NovAtel’s international
business activities, including unexpected changes in Canadian, United States or other government policies
concerning the import and export of goods, services and technology and other regulatory requirements, tariffs and
other trade barriers, costs and risks of localising products for foreign countries, higher credit risks, potentially
adverse tax consequences, limits on repatriation of earnings and the burdens of complying with a wide variety of
foreign laws. Fluctuations in currency exchange rates could materially adversely affect sales denominated in
currencies other than the Canadian dollar and cause a reduction in revenues derived from sales in a particular
currency. The financial stability of foreign markets could also affect the Company’s international sales. There can
be no assurance that such factors will not materially adversely affect the revenues from NovAtel’s future
international sales and, consequently, its results of operations. In addition, revenues that NovAtel earns abroad may
be subject to taxation by more than one jurisdiction, which could materially adversely affect its earnings.
Furthermore, in certain foreign markets, there may be a reluctance to purchase products based on GPS technology,
given the control of GPS by the U.S. Government. Each of these factors could have an adverse effect on NovAtel’s
business, financial condition and results of operations. See “Item 4 — Information on the Company, Business
Overview — Sales, Marketing and Distribution.”

The adoption of new technologies to replace GPS could adversely affect the Company’s business.

The Company operates in a highly technical market. Technology is constantly advancing and changing to meet
new demands. NovAtel is unable to determine if GPS will be essential in the future due to unpredictable advances
in technology. There is a risk that GPS may be replaced with entirely new technologies and products which are
not foreseeable at this time.

Competition and increased industry consolidation could adversely affect the Company’s business, financial
condition and results of operation.

The GPS industry has been going through a consolidation phase over the past several years. A number of GPS
companies have been selecting strategic partners to merge, acquire or form joint businesses in an effort to remain
cost competitive and meet customer requirements. The Company expects that this consolidation phase will continue
for the foreseeable future resulting in fewer, but larger companies. Industry consolidation, by creating stronger and
larger potential competitors, could have a material adverse effect on the Company’s business, financial condition
and results of operations. See “Item 4 — Information on the Company, Business Overview — Competition.”
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A disruption of the GPS satellite network or governmental regulation of this network or GPS products could impair
the viability of the Company’s business.

The Company’s products rely on signals from GPS satellites and to a lesser extent GLONASS and Galileo
satellites. GPS satellites and their ground support systems are complex electronic systems subject to electronic and
mechanical failures and possible sabotage. As of March 2006, there are 29 usable satellites, five more than the design
requirement. The satellites have a limited design life of between seven and 11 years and the satellites are also subject
to damage by the hostile space environment in which they operate. Of the current constellation of satellites, 19
are past their design target and five are past their design life target by six years or more. The repair of damaged
or malfunctioning satellites is nearly impossible. If a significant number of satellites were to become inoperable,
there could be a substantial delay before they are replaced with new satellites. A reduction in the number of operating
satellites would impair the current usefulness of the GPS system or the growth of current and additional market
opportunities, which, in either case, would adversely affect the Company’s business, financial condition and the
results of operations. Spare satellites have been launched to address these concerns. There can be no assurance that
the U.S. Government will remain committed to the operation and maintenance of GPS satellites over a long period
of time, or that the policies of the U.S. Government for the use of GPS without charge will remain unchanged.

Prior to May 2000, the accuracy of GPS was reduced by the distortion of GPS signals as a result of selective
availability (“SA”), which was controlled by the U.S. Department of Defense. SA was the activated, intentional
system-wide degradation of stand alone GPS accuracy from approximately 25 metres to approximately 100 metres.
The Department of Defense implemented SA in order to deny hostile forces accurate position, time and velocity
information supplied by GPS. In certain military applications, classified devices are utilized to decode the SA
degradation and return accuracies to their original levels. NovAtel has to date been able to design products that
will reduce the degradation that can be caused by SA. Although the U.S. Government discontinued the use of SA
effective May 2000, there can be no assurance that the U.S. Government will not take further actions which would
adversely affect the use of GPS. These actions could include various methods of degrading the system, rendering
it inoperable or the re-implementation of SA by the U.S. Department of Defense in times of military action. There
can be no assurances that NovAtel would be able to design products to compensate for these further actions. In
addition, to protect national security interests, various U.S. Government agencies have indicated their intention to
limit or prohibit the use of techniques which compensate for SA and such limitations or prohibitions could have
a material adverse effect on the Company’s business, financial condition and results of operations. Certain non U.S.
government organizations have expressed concern regarding the susceptibility of GPS equipment to intentional or
inadvertent signal interference. Such concern could translate into reduced demand for GPS products in certain
geographic regions.

The European Community and European Space Agency have completed plans and are in the process of
launching full-scale development of Galileo, a system similar in capability to GPS. NovAtel is actively involved
in Galileo receiver development activities under contracts funded by the Canadian Space Agency and the European
Space Agency. There can be no assurance that NovAtel will be able to design products compatible with Galileo
or that external funding will continue to be available for such work. '

The Company derives a substantial portion of its revenue from the aviation industry and factors that adversely affect
the aviation industry generally could adversely affect the Company’s financial condition and results of operations.

NovAtel derives revenue from the Aerospace and Defence market sector, a substantial portion of which has
been derived from sales to the ground and airborne aviation industry. In the past four and a half years, the aviation
industry has experienced an economic slow down and recently began to recover from activities arising from the
events of September 11, 2001 in the United States. In addition, as of December 31, 2005, NovAtel deferred
$1.7 million of costs related to the development of a certified aviation GPS receiver. A protracted downturn in the
aviation industry could result in a material adverse effect on the Company’s revenue from this market and NovAtel’s
ability to recover the deferred development costs which could adversely affect its financial condition and results
of operations.
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The Company may be unable to utilize certain tax deductions and investment tax credits, which could adversely
affect the Company’s results of operations.

The Company’s operations are substantially located in Canada and accordingly, Canada is the Company’s main
tax jurisdiction. The Company has not recorded a provision for current income taxes in Canada, other than for Canadian
federal large corporations tax, income tax related to Waypoint’s operations prior to amalgamation with NovAtel and a
provision related to the benefit of income tax credits, due to previously incurred losses, credits and costs. As of
December 31, 2005, the Company had approximately $140 million of losses, investment tax credits, depreciation and
research and development costs that are available to reduce future taxable income and taxes payable primarily in Canada.
The Company has determined that the acquisition of a majority of its Common Shares by CMC Electronics in 1998,
BAE SYSTEMS p.l.c.’s acquisition of the majority of the common shares of CMC Electronics in November 1999 and
ONCAP’s acquisition of the majority of the common shares of CMC Electronics in April 2001 each constitute an
acquisition of control of the Company for Canadian income tax purposes. Accordingly, the availability of certain of the
Company’s Canadian income tax losses, research and development costs, depreciation deductible for tax purposes and
investment tax credits may be subject to limitation. The ultimate availability and amount of these losses, credits and costs
may be dependent upon future Canada Revenue Agency audits.

NovAtel may incur significant costs to satisfy regulatory requirements relating to internal controls over financial
reporting. :

Section 404 of the Sarbanes-Oxley Act of 2002 requires NovAtel to perform an evaluation of its internal
controls over financial reporting and have its auditor attest to such evaluation, Currently, this evaluation will be
required in the Company’s Form 20-F for the fiscal year ending December 31, 2006. During 2006, NovAtel will
be performing the system and process evaluation and testing (and any necessary remediation) required in an effort
to comply with the management certification and auditor attestation requirements. As a result, the Company expects
to incur additional expenses and diversion of management’s time. While NovAtel currently anticipates being able
to fully implement the requirements relating to internal controls and all other aspects of Section 404 in a timely
fashion, the Company cannot be certain as to the timing of completion of its evaluation, testing and remediation
actions or the impact of the same on its operations.

The Company may be subject to litigation and infringement claims that may harm its business or reputation, be
costly and divert management's attention.

The technology used by NovAtel in its business may subject the Company to claims that the Company infringes
on the patents or proprietary rights of others. The risk of this occurring will tend to increase as the GPS, GLONASS
and Galileo industry expands and more patents are issued. Furthermore, many of the Company’s competitors and
other companies have already applied for patents covering technology similar to that used by the Company, and
many patents have already been issued which cover these technologies. The Company may be involved in future
lawsuits alleging patent infringement, other intellectual property rights violations, product liability claims or general
commercial claims. In addition, litigation may be necessary to:

e assert claims of infringement;

¢ enforce the Corhpany’s paténts, if any;

e protect the Company’s trade secrets or know-how; and

e determine the enforceability, scope and validity of the proprietary rights of others,

The Company may be unsuccessful in defeﬁding or pursing these lawsuits. Regardless of the outcome,
litigation can be very costly, can divert management’s efforts and could materially affect the Company’s business

and operating results. An adverse determination may subject the Company to significant liabilities or restrict or
prohibit the Company from selling its products.
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See “Item 4 — Information on the Company, Business Overview — Legal Proceedings.”

The reallocation of radio frequency bands used by GPS technology or other interference with the reception of GPS
signals could harm the utility and reliability of the Company’s products.

GPS technology is dependent on the use of the radio frequency spectrum. The assignment of spectrum is controlled
by the International Telecommunications Union (“ITU”). The Federal Communications Commission (“FCC”) and
Industry Canada are responsible for the assignment of spectrum for non-government use in the United States and Canada,
respectively, in accordance with ITU regulations. Any ITU, FCC or Industry Canada reallocation of radio frequency
spectrum, including frequency band segmentation or sharing of the spectrum, could cause interference with the reception
of GPS signals and may materially and adversely affect the utility and reliability of NovAtel’s products, which would,
in turn, have a material adverse effect on its business, financial condition and results of operations. In addition, emissions
from mobile satellite service and other equipment operating in adjacent frequency bands or inband may materially and
adversely affect the utility and reliability of NovAtel’s products, which could result in a material adverse effect on the
Company’s business, financial condition and results of operations.

On May 11, 2000, the FCC issued a Notice of Proposed Rulemaking that proposed rules for the operation
of Ultra Wideband (“UWB”) radio devices on an unlicensed basis in the frequency bands allocated to GPS. A
coalition of companies and trade associates, including various airline companies, the Air Transport Association of
America and the U.S. GPS Industry Council, submitted a proposal for the regulation of UWB devices to the FCC
in November 2001. On February 14, 2002, the FCC approved the commercial use of UWB technology at
conservative power limits. The current standards of operation set limits on what radio frequencies UWB devices
can be operating in, including avoiding those frequencies used by the military and companies that sell global
positioning services. In February 2003, the FCC upheld its ruling to allow the production of UWB devices with
“conservative” power limits. This may lead the way for a proliferation of personal wireless devices that would be
manufactured and sold on the open market without licence requirements. No restrictions on the-density of these
devices will be defined. Therefore, it is possible that the GPS noise floor could be contaminated and rise by as much
as 10 times the current level when operating in an area with a high density of operating UWB devices. This
degradation of the GPS signal-to-noise ratio would adversely affect the performance of the receivers. NovAtel is
adding additional digital signal processing algorithms to its next generation GPS receivers to enable tracking of
weak GPS signals or continue to operate in high noise floor environments. If the FCC expands or changes the current
UWB standards, UWB devices might cause interference with the reception of GPS signals. Such interference could
reduce demand for GPS products in the future. Any resulting change in market demand for GPS products could
have a material adverse effect on the Company’s business, financial condition and results of operations.

The Company may be unable to properly manage the discontinuation of its older products.

As NovAtel develops newer products, many of its older products will reach their end of life. As NovAtel
discontinues the manufacturing and sale of these older products, it must manage the liquidation of inventory, supplier
commitments and customer expectations. If NovAtel is unable to properly manage the discontinuation of these older
products, it could have a material adverse effect on its business, financial condition and results of operations.

Item 4. Information on the Company

A. History and Development of the Company

The Company was incorporated under the Canada Business Corporations Act (“CBCA”) on October 17, 1978
as 89006 Canada Ltd. The Company was extra provincially registered in Alberta on November 20, 1979 and remains
active in this jurisdiction as of the date of this Annual Report. In July 1979, the Company’s name was changed
to Westech Systems Ltd. and in April of 1983.was changed to NovAtel Communications Ltd. In October 1996,
the Company changed its name to NovAtel Inc. and in November 1996, the Company amended its articles to split
its then outstanding common shares from 4 million to 5.2 million and amended its articles to authorize the stated
capital of the Company to include an unlimited number of Common Shares and First Preference Shares.
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From the time of the Company’s formation until the mid-1990s, NovAtel’s business was focused on the
development of various communication businesses based on wireless technology. In 1989, NovAtel acquired
Norstar Instruments Ltd., a developer of GPS technology.

Between 1992 and 1996, NovAtel divested its non-GPS businesses in a series of transactions. Since that time,
NovAtel’s business has been focused primarily on high-precision GPS technology and products.

In 1997, NovAtel completed an initial public offering of its Common Shares in the United States and was
concurrently listed on NASDAQ with the offering under the symbol “NGPS.”

On April 17, 1998, pursuant to requests by its customers to integrate GPS technology into its aviation systems,
CMC Electronics acquired 58.3% of the then outstanding Common Shares.

In 1999, Point was established to develop advanced measurement solutions that incorporate NovAtel’s GPS
technology, primarily for Sokkia’s surveying and mapping markets.

On April 11, 2001, an investor group led by ONCAPL.P. (“*ONCAP”) acquired control of the Company through
the acquisition of CMC Electronics.

In 2001, NovAtel acquired a controlling equity interest in Mezure, Inc. (“Mezure”), a company that had been
developing a GPS, wireless communication and Internet-based product for deformation monitoring of man-made
and natural structures. The business operations of Mezure were discontinued in 2003. See “Item 5 — Operating
and Financial Review and Prospects, Operating Results — Overview.”

In 2002, NovAtel and Leica Geosystems AG (“Leica Geosystems”) formed a strategic partnership, under which
NovAtel would develop and supply GPS-based products and technology to Leica Geosystems. See “lItem 4 —
Information on the Company, Business Overview — Strategic Partnerships — Leica Geosystems.”

In May 2003, NovAtel acquired CMC Electronics’ non-aviation L1 GPS OEM product line to broaden the
Company’s product line. See “Item 5 — Operating and Financial Review and Prospects, Operating Results —
Overview.”

In 2004, NovAtel and CMC Electronics formed a strategic partnership, under which NovAtel develops and
supplies GPS-based products and technology to CMC Electronics. See “Item 4 — Information on the Company,
Business Overview — Strategic Partnerships — CMC Electronics.”

From January 2005 to August 2005, CMC Electronics sold all of its common shares of NovAtel.

On October 1, 2005, the Company acquired all of the shares of Waypoint Consulting Inc. (“Waypoint”) for
approximately $3.5 million in cash, subject to post-closing adjustments to working capital. Waypoint’s products
include specialized real-time and post-processing GPS and GPS/inertial positioning and trajectory software. See
“Item 5 — Operating and Financial Review and Prospects, Operating Results — Overview.”

The Company’s principal capital expenditures over the last three years were $2.4 million in 2005, $2.3 million
in 2004 and $2.7 million in 2003 and were primarily for equipment for research and development, computer
equipment and software and patents/trademarks. The Company expects the capital expenditures of approximately
$5.0 million in 2006 to be internally financed.

NovAtel’s Common Shares are listed on NASDAQ under the symbol “NGPS.” The Company’s head and
registered offices are located at 1120-68th Avenue N.E., Calgary, Alberta, T2E 8S5, and its website is located at
www.novatel.com. The information on the website is not incorporated by reference into this Annual Report.

B. Business Overview

General

NovAtel designs, markets and sells high-precision GPS and other positioning components and sub-systems
used in a wide variety of commercial applications principally in the aviation, geomatics (surveying and mapping),
mining, precision agriculture, marine and defence industries. NovAtel’s solutions combine hardware, such as
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receivers and antennas, with software to enable its customers to fully integrate the Company’s high-precision
positioning technology into their respective products and systems. The Company is focused on supplying core
high-precision positioning technology to OEMs and system integrators who build systems for various end
market applications.

Management of the Company believes the primary customer benefits of NovAtel’s core technology
solutions include:

¢ high-precision positioning with accuracy to the sub centimetre level;

high-reliability and robust performance, even in challenging environments;

cost-effective components and sub-systems to enable broad market application;

small, low-power designs for easy system integration; and

flexibility to integrate customer software solutions enabling the Company’s customers to reduce system costs
and accelerate time to market.

The availability of reliable and cost-effective high-precision positioning technology has resuited in an
expanding number of commercial applications for the technology. Examples of applications for this technology
include enabling commercial aircraft to use direct point-to-point flight lines resulting in reduced operating cost,
farmers to equip their tractors with machine controlled precision guidance systems, which typically results in lower
operating costs and higher crop yields, and surveyors to use GPS-based instruments to survey sites more rapidly
and accurately.

One of the most critical elements of the NovAtel solution is the Company’s product line of GPS receivers.
The receiver is the core technology which receives, processes and resolves the GPS signals. The majority of
NovAtel’s proprietary technology is incorporated into NovAtel’s receivers and most of the research and
development efforts of the Company are directed towards improving their accuracy, reliability and cost
effectiveness. These receivers are highly flexible and configurable with software for differing accuracy and
performance, allowing the Company and its customers to leverage a limited number of hardware platforms into
a wide variety of end-market applications.

Industry Overview
Satellite Navigation Systems

Location determination has become a fundamental requirement for many consumer and commercial activities.
GPS is the world’s most widely used and accepted technology for precise location determination.

Development of the GPS system began with the launch of the first GPS satellite in 1978. The GPS system
was founded and continues to be funded and controlled by the U.S. Department of Defense. The purpose of the
GPS system is to provide precise location and time determination for military and civilian applications. The GPS
system can currently be accessed free of charge and provides positioning data 24 hours a day worldwide.

The survey industry was the first commercial market to make widespread use of the GPS system. Adoption
began in the late 1980’s and grew significantly in the early 1990’s as new technologies emerged to make the
applications more cost-effective. Since that time, use of the system has spread to a variety of commercial and
consumer applications including navigation, tracking, mapping and monitoring.

The GPS system is based on signals presently provided by a constellation of 29 orbiting satellites. The system
of satellites currently broadcasts on two frequencies, L1, which is available for civilian use, and L2 which is
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encrypted and primarily used for military applications. GPS modernization will see a new frequency, L5, and a
new Signal, L2C, on satellites launched in the future. GPS positioning is based on a triangulation technique that
precisely measures the distance from a GPS receiver to satellites which continuously transmit precisely timed radio
signals. GPS receivers calculate the distance by measuring the travel time of the satellite signal. Signals from four
satellites are typically required to compute the three dimensional position of the GPS receiver. Under normal
operating ‘conditions, a receiver is able to receive signals from six to eight satellites at any point in time.

GLONASS is a similar positioning system established by the former Soviet Union and controlled and operated
by the Russian government. The GLONASS system was introduced in 1982 with the launch of its first satellite
and currently consists of 12 active satellites. Industry participants generally view GPS as being superior to
GLONASS primarily as a result of the greater number of active satellites.

A third system, called Galileo, is currently being developed by the European Space Agency and is scheduled
to become operational between 2008 and 2011. According to the report entitled “GPS World Markets” prepared
by Allied Business Intelligence Inc., a leading industry research firm, and published in the fourth quarter of 2003
(the “Allied Report™), the European Union is planning to spend U.S. $3.6 billion over the next several years to
deploy the Galileo system. The development of alternative satellite positioning systems is a benefit to providers
of global positioning technology, such as the Company, since products can be designed to use the signals from
multiple systems resulting in greater accuracy and reliability.

GPS Market Overview

The market for positioning technology has experienced significant growth since the original launch of the first
GPS satellites. According to the Allied Report, revenue from global GPS systems was estimated to be approximately
U.S. $15.0 billion in 2004. According to the report entitled “North American GPS Equipment Markets (A601-22)”
prepared by Frost & Sullivan, a leading industry research firm, and published in 2004 (the “Frost & Sullivan Report™,
revenue from the North American GPS market was approximately U.S. $4.1 billion in 2004 and is expected to grow
to U.S. $6.6 billion in 2007, a 17% compounded annual growth rate.

According to the Frost & Sullivan Report, total unit sales in the North American market are expected to grow
from 2.9 million in 2003 to 11.4 million in 2010 for a compounded annual growth rate of approximately 22%. The
following chart estimates total North American GPS units shipped or to be shipped for the periods indicated.

Total GPS Units Shipped
{North America: 2003-2010)

124

10+

GPS (Units in Millions)

2003 2004 2005 2006 2007 2008 2009 2010
Source: Frost & Sullivan Report (2004).
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GPS Market

The overall GPS market can be divided into two primary segments, lower precision consumer markets and
higher precision commercial markets. Management of the Company estimates NovAtel’s current total addressable
annual market for high-precision positioning component technologies and sub-systems is approximately U.S.
$300 million to U.S. $400 million.

The following chart illustrates the view of management of the Company in respect of the relative accuracy
and reliability needs of the various end-markets. Accuracy refers to how precise the positioning information is
required to be in an application. Reliability refers to how important the continuity of positioning is to an application.
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Management of the Company believes that a limited number of highly specialized GPS companies, including
NovAtel, have the capability to develop and produce technology that can be used in higher precision applications,
largely as a result of proprietary and patented technology.

As a result of the high degree of specialization required, commercial high-precision GPS component
technology is typically sold at significantly higher prices, as illustrated by the following chart, which typically results
in higher gross margins than lower precision, consumer focused systems.
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Growth in High-Precision GPS

Management of the Company believes that growth in the high precision segment of the GPS market is the
result of an expanding number of applications which are being driven by technological advancements with respect
to accuracy and reliability and a general reduction in the cost of peripheral component technology.

Technological Advancements

Since the introduction of GPS technology, there have been a number of technological innovations that have
significantly increased the accuracy and reliability of GPS products. Differential GPS, one of the first techniques
developed to improve performance, can be used to achieve position accuracies down to a few millimetres for certain
applications. With this technique one receiver, typically called a base station, is precisely positioned on a known
location and calculates a variety of measurement errors. This differential correction data is then broadcast via
communication links to other receivers, that can be static or in motion, which receive the differential corrections
and apply them to provide precise locations. Using this technique, virtually all significant positioning errors can
be eliminated and the resulting differential positions can achieve superior accuracy. Limitations of early differential
GPS technology included the cost, reliability and form factor of the systems.

Differential GPS was originally developed based on single-frequency receivers which used only the civilian
signal. The first commercial dual frequency GPS system, which makes use of both the L1 frequency and the L2
frequency, was introduced in the mid 1980s. Using both signals allows for significant reductions in the time required
to calculate a precise position and an increase in the working range of GPS devices.

Other technologies have been developed to address specific issues or applications. For example, in 1993
NovAtel introduced Narrow Correlator tracking technology which significantly reduced the effects of multipath
interference which is caused by the reflection of multiple GPS signals. This innovation has allowed for a significant
increase in accuracy. Comparable versions of this technology have been broadly adopted by the industry.

Another innovation was on-the-fly initialization which enabled differential GPS to be applied to receivers in
motion while maintaining accuracy to within a few centimetres. This technology broadened the application of GPS
to unmanned and automated vehicles.

NovAtel has introduced numerous additional technological innovations over the past ten years. See “Item 4
— Information on the Company, Business Overview — Technology.” These and other technological innovations
have enabled the significant expansion of applications for high precision GPS positioning solutions.

Continued Reduction in the Cost of Peripheral Component Technology

High-precision GPS component suppliers, including the Company, as well as system integrators have benefited
from significant reductions in the cost of peripheral components such as microprocessors, memory and wireless
communications technology. These savings have enabled a significant reduction in the overall cost of GPS solutions
and have driven an expansion in the number of applications using the technology. Management of the Company
believes that this trend will continue to promote growth for the high precision segment of the GPS industry.

Other Industry Trends

In addition to the growth trends set forth above, management of the Company believes that growth of the high
precision segment will be driven by the outsourcing of core GPS technology by OEMs and system integrators and
the development of complementary technologies that will enhance the performance and functionality of existing
GPS technology.

Outsourcing of Core GPS Technology by OEMs and System Integrators

Anumber of NovAtel’s key competitors and OEM customers have historically developed core GPS technology
in-house or have acquired stand alone GPS component vendors. Management of the Company believes there is
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currently a trend among OEMs and system integrators to outsource core GPS technology to vendors such as
NovAtel. By doing so, these companies are attempting to re-focus on their core competencies, developing custom
systems for end market applications, which may enable them to make better use of their capital and other resources.
Management of the Company also believes it is becoming increasingly difficult for these companies to provide cost
effective and technically advanced precision GPS receivers relative to GPS focused companies, such as NovAtel,
that have strong patent positions, substantial continuous GPS development and the ability to leverage their receiver
technology across multiple applications and customers.

Development of Complementary Technology

Management of the Company believes that the development of complementary technology that enhances or
augments the accuracy and reliability of the core GPS technology will enable a multitude of new applications for
the technology and drive further growth. For example, the integration of inertial technology with GPS enables the
combined system to provide full position and velocity information while the receiver passes through areas of signal

blockage. There are a number of other complementary technologies that are expected to cause an acceleration in
the number of applications using the technology.

Barriers to Entry
Management of the Company believes there are significant barriers to entry in the industry, including:
¢ proprietary and patented technology;
¢ scarcity of indusiry expertise; and
¢ extensive, established relationships with market leading customers and partners.

Mission and Strategy

NovAtel’s goal is to become the leading provider of high-precision global positioning component technologies
and sub-systems. In order to achieve this goal, NovAtel is focused on the following growth strategies:

¢ continue to invest in high-precision global positioning technology;

¢ partner with and/or acquire enabling and complementary technologies;

e continue to build market share with large OEMs and emerging system integrators;

¢ attract and retain key employees; and

¢ continue to generate strong revenue growth while improving profitability and capital efficiency.
Continue to Invest in High-Precision Global Positioning Technology

The Company is committed to continual improvement of the accuracy, reliability, cost and quality of its
technology. To achieve these objectives, the Company intends to invest in research and development primarily in
the following areas: (i) core GPS hardware and software; (ii) technology supporting the modernization of the GPS
system; (iii) technology supporting other satellite based positioning systems; and (iv) technology that augments
the Company’s global positioning technology.
Partner with and/or Acquire Enabling and Complementary Technologies

NovAtel continually seeks to. develop strategic partnerships with industry leaders of enabling and

complementary technologies, such as inertial systems, guidance technology and wireless communications. The
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Company also expects to continue to pursue selective strategic acquisitions that complement current product
offerings, expand its market opportunity or broaden its customer base.

Continue to Build Market Share with Large OEMs and Emerging System Integrators

The Company plans to continue to build market share and enhance its growth through leveraging its OEM
business model. Furthermore, the Company expects to continue to develop relationships with emerging system
integrators through its growing international dealer network. An important element of this strategy is to continue
to work with OEMs and system integrators in a highly collaborative fashion and to provide them with an exceptional
level of customer support.

Attract and Retain Key Employees

NovAtel has assembled a talented and experienced team with proven expertise in the GPS industry. As the
Company experiences growth, it intends to hire employees with demonstrated experience and ability, with the
objective of increasing the number of highly productive teams. Potential employees are offered the opportunity
to work for an industry leader on challenging assignments in their area of core competency with access to state-
of-the-art development resources. The Company also maintains a competitive performance based compensation
program which is designed to attract and retain employees.

Continue to Generate Strong Revenue Growth while Improving Profitability and Capital Efficiency

The Company intends to continue to pursue profitable growth opportunities through its focus on return on
investment. Key elements of this strategy include: (i) maintaining selling prices and gross margins by pursuing value
added high-precision global positioning applications; (ii) improving capital efficiency through outsourcing select
business activities, manufacturing services and certain design functions; and (iii) investing in initiatives to improve
efficiency and reduce costs while continuing to deliver superior customer service.

Products

NovAtel offers a broad range of high-precision GPS and other positioning components and sub-systems. The
Company’s products combine specialized hardware with proprietary software to enable its customers to fully
integrate the Company’s technology into their respective products and systems. NovAtel’s products include GPS
receivers, antennas, proprietary software and augmented GPS products.

A critical component of NovAtel’s products are its GPS receivers which process the satellite signals received
through the antenna to determine precise positions. A key advantage of NovAtel’s GPS receivers is that they are
highly flexible and configurable allowing the same receiver to be used across a broad range of applications. For
example, NovAtel can install different software on the same type of receiver to meet the specific requirements of
customers. This benefits NovAtel through reduced unit costs, higher production rates, focused research and
development efforts and a streamlined product line. NovAtel’s customers also benefit in that they are able to upgrade
their systems on a cost-effective basis by installing new software as opposed to having to replace the entire receiver.
NovAtel’s GPS receivers are also capable of storing and running customer applications, enabling NovAtel’s
customers to realize cost-efficiencies and accelerated time to market.

NovAtel offers a range of antennas that are capable of supporting both single frequency and dual-frequency
receivers and may be incorporated into a broad range of applications, including those which operate in dynamic
or challenging environments.

NovAtel has also developed a range of proprietary high-precision GPS positioning software that, working in

conjunction with its hardware, enables its customers to achieve accuracies to within a few centimetres, in real-time,
while providing a high degree of reliability.
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NovAtel leverages the components described above in its aviation and geomatics product lines as well as in
its augmented GPS products, such as the SPAN product family. The SPAN product family integrates third-party
inertial measurement technology with the Company’s GPS technology (receiver, antenna and software) to provide
the user with continuous positioning data even when a GPS signal has been temporarily lost.

NovAtel acquired Waypoint Consulting in 2005. This acquisition provided NovAtel with a new post-
processing software product line which the Company believes is a leader in the photogrammetry market. One of
the software products post-processes GPS and inertial measurements and fits directly into the SPAN product family
mentioned above.

In September 2003, NovAtel also announced its next generation of GPS receivers (“OEMV”) which include
improved multipath elimination technology and optional GLONASS capability. The OEMV product family

complies with the upcoming EU regulations governing the use of hazardous substances.

In addition, in 2005, the Company successfully developed a GPS/Galileo receiver, and has been selected as part
of an industrial team to develop and supply the reference receivers for the Galileo monitoring and ground control system.

The following are the Company’s most popular products with a brief explanation of their features and applications.
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Markets

Management of the Company believes there are three primary drivers of future growth in the high-precision
global positioning industry:

¢ increased sales into existing applications in traditional markets;

e development of new applications in non-traditional markets; and

¢ development of new applications in emerging markets.
Increased Sales into Existing Applications in Traditional Markets

Management of the Company believes sales of existing applications will continue to increase in markets that
have been traditional users of GPS technology. Generally, these are markets where GPS has either replaced older
technology, such as the marine industry, or markets where GPS technology was adopted at an early stage largely
because the benefits of GPS outweighed price sensitivity, such as the survey and mapping market.

The Company expects these markets to continue to expand for a number of reasons inciuding:

e continued reductions in the price of GPS technology are expected to make existing applications more cost-
effective for a broader range of users;

¢ development of new technology is expected to enhance the functionality of existing applications; and
¢ outsourcing of core GPS technology by OEMs and system integrators is expected to increase.

Selected examples of growth applications in traditional markets include surveying and mapping, aviation and
air traffic navigation ground infrastructure and commercial marine.

Development of New Applications in Non-Traditional Markets

New applications continue to emerge within established markets that to date have not been traditional users
of GPS technology. The growth in new applications is largely being driven by OEMs and system integrators who
are developing new products that have become commercially viable as a result of technological improvements, cost
reductions and the development of complementary technology.

Selected examples of growth applications in non-traditional markets include precision agriculture and mining

and construction machine control.
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Development of New Applications in Emerging Markets

New applications are also being developed within markets that have been created or transformed as a result
of the evolution of low-cost, high-precision positioning technology. These markets represent a diverse range of
significant growth opportunities for the Company.

Selected examples of applications in emerging markets include unmanned air vehicles, airborne weapons
training and precision asset tracking and guidance.

Customers

NovAtel competes in the high-precision global positioning market by selling components and sub-systems to
leading OEMs and system integrators in multiple industries. During the past two years NovAtel has sold its products
to over 400 customers worldwide, including some of the leading companies in their respective sectors.

For the fiscal year ended December 31, 2005, NovAtel’s 10 largest customers represented 64% of revenue.

Sales to key customers, Leica Geosystems, Beijing BDStar, and Raytheon Systems, accounted for 18%, 11%,
and 6%, respectively, of the Company’s total revenues in 2005. In comparison, sales to Leica Geosystems, Beijing
BDStar., and Raytheon Systems accounted for 16%, 8%, and 15%, respectively, of the Company’s total revenues
in 2004. See “Item 4 — Information on the Company, Business Overview — Strategic Partnerships — Leica
Geosystems” and “Item 3 — Key Information, Risk Factors — Dependence on Key Customers.”

The Company’s proportionate share of sales by Point accounted for 9% of total revenues in 2005 compared
to 11% of total revenues in 2004.

In 2005, the Company derived 41% of its revenues in the United States, 21% in Asia/Australia, 28% in Europe,
7% in Canada and 3% in other parts of the world.

The Company divides its customers into three primary market categories, Special Applications, Geomatics
and Aerospace and Defence. The following chart sets out the consolidated revenues of the Company by the
categories indicated for the fiscal years ended December 31, 2003, 2004 and 2005.

NovAtel Revenues by Category
(2003 to 2005)
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Special Applications

Special Applications is the largest and fastest growing category, contributing $42.6 million or 67% of NovAtel’s
revenues for the fiscal year ended December 31, 2005. This category has experienced a 37% compounded annual
growth rate from 2002 to 2005. This group’s customers are in diverse markets, including precision agriculture,
marine, mining and machine control, unmanned vehicles and sports media.
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Special Applications has three main types of customers:

e large, industry leading companies utilizing NovAtel’s proprietary solutions to develop replacement and
transformative products for their end-markets, such as Leica Geosystems in the survey market or AGCO
in precision agriculture;

e innovative system integrators that have developed new markets through creative integration of NovAtel’s
products with other technology, such as BEELINE; and

e dealers and distributors that service hundreds of smaller companies that are developing innovative solutions
for existing and new markets.

NovAtel’s dealers and distributors are critical in extending the market reach of the Company. In many cases,
these organizations make the first sales to small system integrators that grow to become significant customers
through the development of innovative product offerings. This was the case for Beijing BDStar, which is now one
of NovAtel’s largest customers.

Geomatics

Geomatics (surveying and mapping) was one of the first commercial applications of high-precision GPS
technology and is currently a well-established market. The Geomatics category contributed $11.5 million, or 18%,
of NovAtel’s revenues for the fiscal year.ended December 31, 2005. Revenue in NovAtel’s Geomatics category
consists primarily of sales attributable to Point, the Company’s joint venture with Sokkia. Point provides Sokkia’s
global marketing organization with advanced measurement solutions for the fields of surveying, mapping,
geographic information systems, construction and construction machine control. Sokkia’s distribution system
includes more than 25 subsidiaries and representatives around the world, each having its own dealer network. The
geomatics category also includes revenues from third party customers which comprised approximately 23% of the
geomatics category in 2005. NovAtel’s sales to Leica Geosystems, although primarily for geomatics applications,
are not included in this category for reporting purposes due to historical classification.

Given the relative maturity of this market, growth in the sale of traditional GPS products is expected to be
moderate. However, management of the Company believes that GPS modernization and the introduction of the
Galileo system represent significant opportunities for future growth as end-users upgrade their equipment in order
to realize the enhanced performance and efficiencies that may be achieved through the utilization of the new signals.

Aerospace and Defence

Aerospace and defence continue to be strong markets for GPS technology and include some of the most
technically demanding applications of NovAtel’s products. The Aerospace and Defence category contributed
$8.9 million or 14% of NovAtel’s revenues for the fiscal year ended December 31, 2005. Customers of the Company
in this group utilize NovAtel’s high-precision positioning technology for critical components in such applications
as the ground networks of civil air traffic navigation systems, and in-flight guidance systems on board aircraft that
together enable aircraft to determine their precise position, and certain military applications.

The Company’s family of Wide Area Augmentation System (“WAAS”) receivers is a key component of
revenue in this category. The WAAS receivers are an important part of the existing ground infrastructure that
supports the next generation of air traffic navigation systems for commercial aviation in North America, Europe,
Japan, China and India. Raytheon Company, the Federal Aviation Administration (“FAA™) and other leading
companies and national aviation organizations around the world have selected NovAtel as a key receiver and signal
generator supplier for this application primarily because of NovAtel’s leading technology in this area.

Management of the Company believes that opportunities for future growth within the aviation and defence
markets will be driven by such developments as the introduction of the Galileo system and the use of commercial
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grade receivers in defence applications such as unmanned vehicles. The Company has successfully developed GPS/
Galileo receivers, and has been selected as part of an industrial team to develop and supply the reference receivers
for the Galileo monitoring and ground control system.

The Company is currently working with OEMs and system integrators that have determined precision GPS
technology can be utilized in many military applications such as training, logistics and missile tracking which do
not require the use of encrypted military GPS technology.

Sales, Marketing and Distribution

NovAtel sells, markets and distributes its products through both direct and indirect channels in order to
maximize market coverage on a cost-effective basis. The primary focus for NovAtel’s sales and marketing efforts
is on OEM customers, strategic relationships and supporting a network of dealers and resellers. The Company has
developed its sales and marketing capabilities in anticipation of and in response to customer needs as they arise
in its multiple markets. The in-house sales and marketing efforts are focused on market research, product
management, customer service, distribution management, communications and promotions. Each market receives
specific attention to the needs of its sales and distribution channels, which are rapidly changing.

The Company believes that providing a high level of customer technical support is critical to creating and
maintaining strong relationships with their OEM and system integrator customers. The Company is able to achieve
this level of support by employing a sufficient number of qualified engineers and technicians to advise and provide
customers with integration and after-sale support. Due to frequent interaction with customers, these integration
engineers and support technicians also act as an important source of customer information, which can drive product
enhancements, new product ideas and new business opportunities.

Technology

NovAtel has invested significant funds and resources to become a leading provider of high-precision
positioning technology. Since 1992, NovAtel has provided several major technological innovations to meet the
increasingly demanding needs of the high-precision positioning industry. NovAtel currently holds 30 U.S. patents
and various related foreign patents in jurisdictions such as Canada, Europe and Japan which expire at various dates
no earlier than November 28, 2010 and has numerous pending U.S. and foreign patent applications. Some of the
more significant technology developments by the Company are discussed below.

1992 Narrow Correlator Tracking Technology

NovAtel established itself in the GPS industry through the introduction of its patented Narrow Correlator
tracking technology in 1992. Narrow Correlator tracking allowed NovAtel products to provide positioning accuracy
to within one meter with a single-frequency receiver while significantly reducing the effects of multipath
interference caused by the reflection of multiple GPS signals. Relative to other GPS technology available at the
time, this innovation resulted in a five-fold improvement in accuracy for GPS devices.

1994 Multipath Elimination Technology (“MET”)

NovAtel continued its technology advancements with the introduction of MET in 1994. MET expanded upon
the Narrow Correlator tracking technology by refining software algorithms to more effectively filter the effects of
multipath signal interference. This new technology removed 25% to 50% of the residual multipath errors.

1995 Multipath Estimating Delay Lock Loop (“MEDLL”)
In 1995, NovAtel introduced MEDLL technology. MEDLL offered a more rigorous approach to the reduction

of multipath effects using improved circuitry, software control and processing. The MEDLL technology further
reduced the effects of multipath interference by up to 90%.
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1995 Real Time Kinematic ( “RTK”) Signal Processing Technology

Alsoin 1995, NovAtel introduced a unique method of applying RTK processing to the carrier frequency signals
in order to rapidly increase the accuracy of the computed position from meters to less than 20 centimeters. This
signal processing method is particularly useful for single frequency GPS receivers. Previous attempts at using RTK
resulted in significant delays before reaching precision accuracies.

2000 Pinwheel™ Aperture Coupled Slot Array Technology

In 2000, NovAtel introduced a new antenna utilizing its patented Pinwheel™ Aperture Coupled Slot Array
technology. Using this technology, the Company was able to produce a much smaller and lighter antenna than other
available antennas on the market without sacrificing either accuracy or reliability.

2000 Pulse Aperture Correlation (“PAC”) Technology™

Also in 2000, NovAtel introduced its new PAC™ technology. Available exclusively on the Company’s OEM4
product line, PAC™ technology implements the latest digital signal processing techniques to provide superior
tracking capability in the presence of multipath interference. PAC effectively doubles the accuracy of the Narrow
Correlator tracking technology and reduces interference by up to eight times.

2002 Model Position Aiding and Position Velocity Filter

In 2002, NovAtel developed a method of increasing the reliability of GPS position output in very challenging
environments through the use of model position aiding and position velocity filter techniques. While this technology
was initially developed to meet the needs of a specific application, Management of the Company believes that it
can be applied to a broader range of markets, such as precision agriculture.

2003 GPS and Micro-Electro-Mechanical System (“MEMS”) Integration

In 2003, the Company developed software that enables the integration of its GPS receivers with a MEMS
system. This system can maintain an accurate estimate of position and velocity without the use of GPS satellite
signals for short periods of time. In the absence of GPS satellite signals, a GPS receiver cannot provide information
about the user’s position or velocity if the direct line-of-sight between the receiver and the satellites is blocked.
The integration of GPS and MEMS allows the combined system to provide full position and velocity information
while the receiver passes through areas of signal blockage.

2004 GPS Modernization and Integration of Inertial Navigation Systems (“INS”)

In 2004, the Company developed equipment designed to generate and receive the new GPS L5 civil signal.
In support of the Company’s air traffic navigation ground infrastructure business, the new L5 equipment will
generate the signal used by WAAS Ground Uplink Stations and will also control and monitor the quality of the
signal produced by the WAAS geostationary satellites.

~ The Company continued its technology advancement in the area of integrating GPS and INS technologies,
resulting in two patents.

2005 Vision Correlator and Vision Products, GLONASS and Galileo

In 2005, the Company acquired the exclusive rights to the multipath mitigation technique (“MMT”) from the
Communication Sciences Corporation for applications in commercial non-military markets. The Company invested
in the commercialization of this technology, resulting in design changes within its GPS Digital Signal Processing
and software processing sections. The Company’s brand name for this new technology is Vision Correlator. The
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Vision Correlator is embedded in the Company’s latest OEMV family of products and will provide a significant
improvement in detecting and removing the harmful effects of multipath signal interference, upon release.

The Company’s OEMYV family of products also includes optional GLONASS capability. In addition, in 2005,
the Company successfully developed GPS/Galileo receivers, and has been selected as part of an industrial team
to develop and supply the reference receivers for the Galileo monitoring and ground control system.

Research and Development

The Company’s technology position is supported by a strong commitment to research and development.
NovAtel has invested heavily in developing GPS technology, including the design of proprietary software and
integrated circuits for GPS receivers. The Company’s research and development expense, net of customer funded
programs, was $10.9 million, $9.6 million and $7.1 million in 2005, 2004 and 2003, respectively.

In addition, the Company also receives significant amounts of funding from its customers through NRE
contracts to conduct research and development on their behalf. Typically, NovAtel retains ownership of the
intellectual property developed under these arrangements and is able to exploit such intellectual property for its
own purposes. The Company’s total engineering expenditures comprised of internal research and development
programs and customer funded programs, were $15.4 million or 24% of revenue in 2005, $13.1 million or 24%
of revenue in 2004, and $10.6 million or 28% of revenue in 2003.

Often a new product is initially developed for a customer or strategic partner who is willing to purchase
development stage products. The Company has used feedback from such initial customers as a source of
information in designing and refining its products, and in defining, with greater precision, customer needs in -
emerging market areas.

Competition

NovAtel faces competition primarily from other developers and suppliers of high-precision positioning
component technology which is sold to OEMs and system integrators for commercial applications, as well as from
OEMs who choose to develop and produce the component technology in-house.

The primary competitors supplying component technology to OEMs and system integrators vary by each
industry or market served, but generally include Trimble Navigation Limited (U.S.), Thales Group (France), Topcon
Positioning Systems (Japan), Javad Navigation Systems (U.S.), NavComm Technologies (U.S.) and at the single-
frequency level, companies such as CSI Wireless Inc. (Canada) and Furuno Marine Electronics (Japan). While these
competitors to NovAtel offer high-precision positioning solutions to OEMs, many also develop, produce and
market products that are sold directly to end-users and are therefore in competition with the OEMs’ end-products
and solutions.

NovAtel works with OEMs in a highly collaborative and cooperative process to provide them with the core
technology that becomes integrated into their end products and solutions. Management of the Company believes
that the non-competitive nature of its relationships with OEMs is a key differentiator and a competitive advantage
for the Company relative to other suppliers.

Strategic Partnerships
Leica Geosystems

The Company entered into a strategic co-operation agreement with Leica Geosystems on May 1, 2003, to
jointly develop new technology for GPS in the high-precision geomatics market. The initial term of the agreement

is seven years. Under the terms of the agreement, NovAtel has agreed to develop custom versions of existing GPS
receivers and other components for Leica Geosystems. In September 2003, pursuant to the strategic co-operation

34




agreement, the Company entered into a supply agreement with Leica Geosystems which sets forth the arrangements
under which NovAtel would develop and supply Leica Geosystems with a custom GPS receiver. In February 2004
and February 2005, Leica Geosystems announced the launch of new products that incorporate NovAtel’s GPS
receiver and antenna technology. In October 2005, Leica Geosystems was acquired by Hexagon AB of Sweden.
The Company does not expect this transaction to affect its business with Leica Geosystems. In addition, the
Company, Leica Geosystems and CMC Electronics entered into a change of control agreement dated April 5, 2004,
which provides Leica Geosystems with certain rights in the event of the acquisition of control of NovAtel by certain
competitors of Leica Geosystems. See “— Certain Contractual Rights” and “Item 3 — Key Information, Risk
Factors — Dependence on Key Customers.”

Point, a NovAtel/Sokkia Joint Venture

The Company owns 49% of the common shares in Point, a geomatics joint venture with Sokkia, one of the
world’s largest suppliers of surveying and mapping equipment. The Company sells GPS receivers and antennas
to Point which incorporates these products into surveying systems that are in turn sold through the Sokkia
distribution channels and through independent dealers and distributors. In addition, the Company provides facilities,
computer support and development and logistical support for Point’s Calgary operations. See “Item 3 — Key
Information, Risk Factors — Dependence on Key Customers.”

CMC Electronics

The Company and CMC Electronics entered into a strategic co-operation agreement on April 5, 2004, to
cooperate in the development of new technology for GPS aviation solutions and under which the Company would
develop and supply global positioning products and technology to CMC Electronics. CMC Electronics is one of
the world’s largest suppliers of certified GPS products into the commercial aviation market. The initial term of the
agreement is ten years. Under the terms of the agreement, for so long as the Company is CMC Electronics’ sole
and exclusive supplier of global positioning products and technologies for certain specified avionics markets and
ground based augmentation systems, NovAtel has agreed not to sell such products and technology for use in such
markets. In consideration for agreeing to such restrictions, the Company is entitled to receive minimum payments
of $2.4 million in the initial four year period of the agreement. NovAtel’s revenue with CMC Electronics in 2005
was approximately $1.1 million, or 1.7% of total revenue. See “Item 3 — Key Information, Risk Factors —
Dependence on Key Customers.”

Certain Contractual Rights

Pursuant to the terms of a strategic co-operation agreement dated April 5, 2004, Leica Geosystems has the
unilateral right in the case where a defined competitor of Leica Geosystems obtains (1) 50% of the voting shares
of the Company, (2) the power to elect a majority of the Board of Directors, or (3) obtain a significant portion of
the Company’s technology, to cancel the strategic co-operation agreement and any related development and supply
agreements signed between the Company and Leica Geosystems, the right to purchase the intellectual property
developed by the Company on behalf of Leica Geosystems (while providing the Company a license to use such
intellectual property in its ongoing business) and in the event of a material disruption in supply to deal directly
with the Company’s suppliers (subject to appropriate compensation to the Company).

Employees

Akey priority of the Company is to attract, train and retain talented employees. NovAtel views its highly skilled
and performance-motivated employees as a competitive advantage and a key part of the strategy for future growth.
The Company staff turnover rate was approximately 10% for its fiscal year ending December 31, 2005 (excluding
Point employees and involuntary separations).
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As at December 31, 2003, 2004 and 2005, the Company (excluding Point) had the following full-time employees:
Full-Time Employees

Department 2003 2004 2005
Research and development ...t 67 75 84
OPErations .. ...uvutun ittt e 32 37 52
Administration and finance ......... ... ..o 21 22 23
Sales and marketing ... 18 _16 21
TOTAL e 138 150 180

The Company also retained six part-time, five temporary employees and one contract personnel as at
December 31, 2005. Separately, Point employed 44 permanent employees and one temporary employee as at
December 31, 2005. None of NovAtel’s employees are represented by a labour union, and the Company has not
experienced any work stoppages.

Operations and Facilities

NovAtel’s registered and head office is located in Calgary, Alberta. The Company’s office space totals
approximately 46,000 square feet and is subject to a ten-year lease that expires in 2009, with an option for NovAtel
to extend the term for a further five-year period. In December 2004, the Company exercised an option under the
lease that requires the owner of the Calgary facility to build an expansion of approximately 22,000 square feet.
The expansion is expected to be ready for occupancy in July 2006. At this location, the Company assembles, tests,
packages and ships most of NovAtel's products including GPS receivers and antennas.

The circuit card assemblies, which are a primary component of NovAtel’s GPS receiver, are manufactured
by contract suppliers in accordance with NovAtel design, manufacturing and testing requirements. NovAtel has
two primary subcontract suppliers of circuit card assemblies.

Patents, Trademarks and Licenses

NovAtel currently holds 30 U.S. patents and various related foreign patents in jurisdictions such as Canada,
Europe and Japan which expire at various dates no earlier than November 28, 2010, and has numerous pending
U.S. and foreign patent applications. The Company also currently has numerous trademarks worldwide, including
the NovAtel trademark, which is registered or pending in 31 countries. See “Item 3 — Key Information, Risk Factors
— Patents and Proprietary Rights; Patent Litigation.”

NovAtel has copyrights and intellectual property rights to its proprietary software and custom integrated circuit
designs. In 1997, the Company purchased a license with respect to its SoftSurv software, which is a full-featured
GPS dual frequency data post-processing package software for surveying applications. In 1999, NovAdtel licensed
SoftSurv and certain intellectual property related to end user products to Point. See “Item 4 — Informatlon on the
Company, Business Overview — Strategic Partnerships — Sokkia/Point Joint Venture.”

The Company acquired the exclusive rights to the multipath mitigation technique (“MMT”) from the
Communication Sciences Corporation for applications in commercial non-military markets. The Company invested
in the commercialization of this technology, resulting in design changes within its GPS Digital Signal Processing
and software processing sections. The Company’s brand name for this new technology is Vision Correlator. The
Vision Correlator is embedded in the Company’s latest OEMV family of products and provides a significant
improvement in detecting and removing the harmful effects of multipath signal interference

Legal Proceedings

In November 1994, the Company commenced an action against Trimble Navigation Limited (“Trimble”)
seeking relief and damages for an alleged infringement of the Company’s U.S. Patent No. 5,101,416 (the “Narrow
Correlator patent™). In March 1995, Trimble commenced an action against the Company seeking relief and damages
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for an alleged infringement of Trimble’s U.S. Patent No. 5,390,207 (the ‘207 patent”). In January 1996, Trimble
filed a complaint with the International Trade Commission in the U.S. seeking to ban imports of the Company’s
products into the U.S. which allegedly infringed upon the 207 patent. All of these claims were resolved on July 16,
1996 when the Company and Trimble entered into a settlement agreement by cross licensing certain technologies,
including a Narrow Correlator license to Trimble. The 1996 settlement agreement with Trimble includes a provision
that Trimble may, at its sole option, terminate the licenses and rights granted upon a direct change of control. As
of December 31, 2005, intangible assets of the Company included $77,000 related to the settlement agreement with
Trimble. On June 26, 2001, NovAtel received notice from Trimble terminating the licenses and rights under the
settlement agreement in connection with the share acquisition of the Company by CMC Electronics in April 1998.
The Company has sought legal advice regarding Trimble’s termination rights under the 1996 settlement agreement
and continues to evaluate the impact, if any, of Trimble’s notice of termination. As of the date hereof, the Company
has not provided for any impairment of these intangible assets in its financial statements. The Company does not
expect this issue to materially affect the financial position, results of operations, or liquidity of the Company.

Other than the foregoing, there are no outstanding legal proceedings material to the Company that the Company
is aware of to which the Company, its subsidiaries or any of its properties are subject, nor are there any such
proceedings known to be contemplated.

C. Organizational Structure

On April 17, 1998, CMC Electronics purchased approximately 58% of the Company’s total shares outstanding
from the Company’s two principal shareholders. From January 2005 to August, 2005, CMC Electronics sold
approximately 4.5 million common shares of NovAtel through open market transactions, reducing its ownership
of the Company from approximately 55% to nil%.

The Company does not have any significant subsidiaries.

D. Property, Plant and Equipment

See “Item 4 — Information on the Company, Business Overview — Operations and Facilities.”

Item 4A. Unresolved Staff Comments

None.
Item 5. Operating and Financial Review and Prospects

A. Operating Results

Management’s discussion and analysis is a review of the results of operations and the liquidity and capital
resources of the Company. It should be read in conjunction with the selected financial data and the consolidated
financial statements of the Company and the notes thereto included elsewhere in this Annual Report. Certain
information included herein is forward looking and based upon assumptions and anticipated results that are subject
to uncertainties. Should one or more of these uncertainties materialize or should the underlying assumptions prove
incorrect, actual results may vary significantly from those expected. See “Ifem 3 — Key Information, Risk Factors.”

The Company prepares its financial statements in Canadian dollars and in conformity with Canadian generally
accepted accounting principles (“Canadian GAAP”). The Company is required to reconcile the material differences
between Canadian GAAP and U.S. generally accepted accounting principles (“U.S. GAAP”). Such reconciliation is set
forth in Note 23 of the consolidated financial statements of the Company included elsewhere in this Annual Report.

Executive Overview

NovAtel designs, markets and sells high-precision GPS and other positioning component technology and sub-
systems for a wide variety of commercial applications principally in the aviation, geomatics (surveying and
mapping), mining, precision agriculture, marine and defence industries. NovAtel’s solutions combine hardware,
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such as receivers and antennas, with software to enable its customers to fully integrate the Company’s high-precision
GPS technology into their respective products and systems. Unless the context requires otherwise, references herein
to “NovAtel” or the “Company” refer to NovAtel Inc., including its interest in its joint venture, Point.

The Comipany’s goal is to become the leading provider of high precision GPS component technology and
subsystems. In order to achieve this objective, NovAtel’s management focuses on achieving average long-run
organic revenue growth of 15% to 20% per year (prior to currency fluctuations). Since the Company’s top ten
customers generated 64% of revenue in 2005, NovAtel’s ability to achieve its revenue projections and revenue
growth will be largely dependent on maintaining successful relationships with its key customers and strategic
partners, as well as forming relationships with new key OEM customers.

A substantial portion of the Company’s operating costs are relatively fixed in the short-term, and consequently,
NovAtel’s short-term profitability is largely dependent on achieving projected revenues and forecasted gross
margins as a percentage of revenue.

In order for the Company to maintain its technology position within its market, the Company’s management
believes that continued significant investment in research and product development programs is required and expects
research and development costs, net of customer funding, will be 16% to 19% of revenue in the near term.

As part of the Company’s growth strategy, the Company also focuses on managing working capital, particularly
inventory and trade accounts receivable.

The Company uses performance based incentive programs for both senior management and employees.
Incentive pay under these programs is dependent on the Company achieving certain corporate objectives, such as
operating income targets.

Most of the Company’s revenues (over 95% in 2005) are earned in currencies other than the Canadian dollar,
principally the U.S. dollar. A substantial portion of the Company’s expenses, however, have been and will continue
to be incurred in Canadian dollars. Accordingly, fluctuations in exchange rates between the U.S. dollar and the
Canadian dollar could materially affect results of operations.

The Company’s results of operations have fluctuated and can be expected to continue to fluctuate on a periodic
basis as a result of a number of factors which affect revenue, gross margin and operating expenses. Annual and quarterly
revenues have fluctuated because of a number of factors, including acquisition of new product lines, timing of major
contracts, U.S. dollar to Canadian dollar exchange rates, operating results of subsidiary and joint venture entities,
certification and market acceptance of the Company’s new products, impact and timing of large orders, pricing pressures
in the market, establishing and maintaining effective distribution channels, fluctuations in non-recurring engineering
(“NRE”) fees, seasonality of customer purchase patterns and the timing of industry trade shows.

NovAtel’s consolidated financial statements include a 49% proportionate share of the accounts of Point, a
geomatics joint venture with Sokkia, as required under Canadian GAAP. The Company sells products to Point which
incorporates them into surveying systems that are in turn sold through the Sokkia distribution channels and through
independent dealers and distributors. In addition, the Company provides facilities, computer support and
development and logistical support for Point’s Calgary operations. The Company’s consolidated Statements of
Operations include the proportionate share of each of the equivalent line items reflected on Point’s Statement of
Operations. Similarly, the Company consolidates its proportionate share of each line item of Point’s balance sheet.

On May 14, 2003, the Company acquired CMC Electronics’ non-aviation L1 GPS OEM product line. The new
product line extended the Company’s current high-performance, upgradeable L1 and L1/L.2 product line into the mid-
level L1 market. This increased the Company’s total addressable market in core sectors and also created entry points
into new vertical markets, such as timing and marine. The purchase price was comprised of $150,000 at closing and
$600,000 payable over time as a royalty on the revenue generated by this product line. NovAtel expects the $600,000
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royalty payment will be paid out in full by the end of 2006. CMC Electronics’ non-aviation L1 GPS OEM product
line contributed approximately $3.4 million in revenue in 2005 compared to $4.4 million in 2004.

On October 1, 2005, the Company acquired Waypoint Consulting Inc. (“Waypoint”) for approximately
$3.5 million in cash, subject to post closing adjustments to working capital. Of the total purchase price, $2.2 million
was paid by December 31, 2005 and $1.2 million held in escrow will be paid in installments over three years, subject
to certain conditions. Waypoint’s products include specialized real-time and post-processing GPS and /inertial
positioning and trajectory software. The Company plans to leverage Waypoint’s products, intellectual property and
expertise across a number of market applications.

Revenue and Expenses

Revenues include product sales and NRE fees. NRE fees are received by the Company from its customers
under engineering service contracts. Revenues from product sales consist primarily of sales of OEM receivers,
software upgrades, GPS antennas, WAAS type receivers and end user products primarily for the survey and mapping
market. The Company classifies its revenues into the following three primary categories, Geomatics, Aerospace
and Defence, and Special Applications.

The Geomatics category is made up of surveying and mapping markets. Geomatics revenues are largely
comprised of NovAtel’s sales to Point, net of intercompany eliminations, and NovAtel’s 49% proportionate share
of sales by Point. '

The Aerospace and Defence category is made up of aviation and defence markets. These markets utilize the
Company’s precision positioning technology for critical components in civil air traffic navigation, flight
management systems, and certain military applications.

The Special Applications category is made up of marine, precision agriculture, unmanned vehicles,
construction/grading, dealers (other than those that can be identified with a particular market sector) and
miscellaneous markets.

The Company typically maintains control of the technology developed under NRE contracts allowing it to
use these technologies to improve its current products and develop new products and solutions.

Total revenue has increased year over year since 2001 at a compounded annual growth rate of 22% through
sales to new customers as well as through sales of additional products and services to existing customers.

Cost of product sales consists primarily of the cost of the raw materials and components, labour, manufacturing
overhead and provisions for obsolete inventory and provisions for warranty obligations. Cost of NRE fees consists
primarily of personnel and related costs incurred in providing the engineering services.

Gross margin as a percentage of revenue varies primarily as a result of product sales mix, changes in materials
and contract manufacturing costs, liquidation of discontinued inventory and absorption of fixed manufacturing costs.

Research and development expenses consist primarily of compensation and benefit costs of engineering
personnel, contracted research and development expenses, amortization of purchased technology, amortization of
equipment costs, and facility and computer support costs. Research and development expenses are reduced to the
extent they are funded under customer contracts and other engineering development contracts.

Selling and marketing expenses consist primarily of compensation and benefit costs of sales and marketing
personnel as well as expenses for advertising, promotion and trade shows, dealer and agent’s commissions, facilities
and other expenses related to the sale of products.

General and administration expenses consist primarily of compensation and benefit costs of administrative

personnel, professional fees such as legal, audit and insurance costs, corporate overhead, computer support costs
and facilities expenses.
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Critical Accounting Estimates

The Company applies a number of critical accounting estimates in preparing the consolidated financial
statements. A discussion of the Company’s critical accounting estimates follows.

Revenue Recognition

The Company recognizes product revenue when persuasive evidence of an arrangement exists, delivery has
occurred, the fee is fixed or determinable and collectibility is reasonably assured. Revenues from non-recurring
engineering fees are recognized at the time services are rendered. On long-term contracts, in which the customer
pays established rates for time and materials, revenue is recognized as services are rendered and costs are incurred.
On certain long-term contracts, revenue is recognized using the proportional performance method relative to
customer milestones achieved. Revisions in cost and profit estimates during the course of work are reflected in the
period in which the need for revision becomes known. Losses, if any, are recognized fully when first anticipated.
Some contracts contain penalty provisions based on performance relative to established targets. Such penalties are
included in revenue or cost estimates when amounts can be reasonably determined.

In 2005, approximately $4.0 million, or 6.3%, of the Company’s revenue was derived from NRE fees.
Approximately 35% of these revenues were recognized from contracts on which the customer paid established rates
for time and materials and 65% were recognized from contracts that contained customer milestones.

The Company applies U.S. Statement of Position 97-2, Software Revenue Recognition, to product sales where
software is considered more than incidental. For software arrangements involving multiple elements, the Company
allocates revenue to each element based on the relative fair value or the residual method, as applicable, and using
vendor specific objective evidence of fair values, which is based on prices charged when the element is sold
separately. Software revenue is recognized when persuasive evidence of an arrangement exists, the software is
delivered in accordance with all terms and conditions of the customer contracts, the fee is fixed or determinable
and collection is reasonably assured. Revenue related to post-contract support (“PCS”™), including technical support
and unspecified when-and-if available software upgrades, is recognized ratably over the PCS term.

As of December 31, 2005, the Company had deferfed revenue of $184,000 in accordance with its software
revenue recognition policies.

At the time the Company recognizes revenue, the Company reduces the measurement of revenue by an estimate
of the expected product returns and price adjustments. The provision for product returns and price adjustments is
assessed for adequacy at each quarter-end and is based on recent historical experience and known customer claims.
The provision for product returns and price adjustments was $281,000 as of December 31, 2005 compared to
$262,000 at December 31, 2004, with the increase attributable to an increase in revenue.

Effective with the fourth quarter of 2002, the Company changed its policy of recognizing revenue on shipments
of product from the Company to Point from revenue recognition at the time of shipment to revenue recognition
at the time of receiving payment from Point, due to the uncertainty of collecting payment on the associated
receivables. As of December 31, 2005, the Company had deferred revenue related to product shipments to Point
of $555,000, net of inter-company eliminations. The Company would revert to its prior policy of recognizing
revenue at the time of shipment if the Company is able to determine that reasonable assurance of collecting payment
from Point exists. This determination would be based on Point’s ability to demonstrate sustained improved operating
performance and/or Point receiving additional financial support from the Company and Sokkia sufficient to enable
Point to meet its financial obligations on an ongoing basis.

Inventories

Raw materials and components, work-in-progress, and finished goods inventories are recorded at the lower
of cost and net realizable value. Cost is determined on a first-in, first-out basis and includes materials, labour and
manufacturing overhead.
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The Company establishes provisions for obsolete or excess inventory. The Company’s products have product
life cycles that range on average from two to four years. At both the product introduction and product discontinuation
stage, there is a higher degree of risk of inventory obsolescence. In 2005, the provision for obsolete and excess
inventory included in the statement of operations was $147,000 or 0.2% of revenue, compared to $450,000 or 0.8%
of revenue in 2004, with the lower provision in 2005 related to the Company’s improved procedures for managing
its inventories.

The estimate of the provision for obsolete and excess inventory is partially based on expected future product
sales, which are difficult to forecast for certain products. As of December 31, 2005, the Company had approximately
$600,000 (gross value before inventory provisions) of first generation WAAS and older generation GPS receiver
inventory for which no firm customer commitments were on hand. Based on the Company’s assessment of future
market opportunities, the Company expects that the value of this inventory will not be realized through future sales,
and, accordingly, has established provisions to reduce the net value of this inventory to $nil. As at December 31,
2005, the provision for obsolete and excess inventory was $1.5 million or 22% of the gross value of inventory,
compared to $2.0 million or 28% at December 31, 2004, with the decrease caused by disposal of certain obsolete
inventory items in 2005.

Allowance for Doubtful Accounts

The Company establishes provisions for doubtful accounts receivable. These provisions are established at the
time revenue is recognized and are re-evaluated at each quarter end for adequacy. In determining the adequacy of
the provision, the Company considers known uncollectable or at-risk receivables as well as the aging profile of
other receivables. In 20085, the provision for doubtful accounts included in the statement of operations was $20,000
or 0.03% of revenue, compared to $179,000 or 0.3% of revenue in 2004, with the lower provision in 2005
attributable to a decrease in the amount of uncollectable receivables from customers.

As at December 31, 2005, the provision for doubtful accounts was $799,000 or 6.8% of the gross value of
the third party receivables compared to $945,000 or 8.9% at December 31, 2004. The lower dollar amount of the
provision reflects a write-off of certain older uncollectible customer receivables in 2005.

Provision for Future Warranty Costs

Warranty costs are accrued, to the extent that they are not recoverable from third party manufacturers, for the
estimated cost to repair products for the balance of the warranty periods.

The Company’s products are covered by standard warranty plans that extend normally 12 months to 18 months
from the date of product shipment. Certain customers negotiate warranty terms that range up to three years.

The Company provides for the costs of expected future warranty claims at the time of product shipment. The
adequacy of the provision is assessed at each quarter end and is based on historical experience of warranty claims and
costs. As of December 31, 2005, the Company’s provision for future warranty claims was $693,000 compared to $538,000
as of December 31, 2004, with the increase attributable primarily to increased revenue from product shipments.

Research and Development Costs and Deferred Development Costs

Research costs are charged to operations as incurred. Development costs, including software development
costs, are charged to operations as incurred unless they meet specific criteria related to technical, market and
financial feasibility. In these circumstances, the costs are deferred and amortized on a systematic basis, subject to
an estimate of recoverability.

In 2005, the Company deferred development costs of $nil related to the development of a certified aviation
GPS receiver, compared to $218,000 in 2004. With the GPS receiver having reached the commercialization stage,
the Company amortizes these deferred costs, using a method similar to the unit-of-production method of
amortization. The Company amortized $538,000 of these deferred costs in 2005 compared to $416,000 in 2004.
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At December 31, 2005 the Company had deferred $1.7 million of development costs ($2.4 million at
December 31, 2004). The continued deferral of these costs is subject to recoverability based on estimates of future
sales of the certified aviation GPS receiver. On April 5, 2004, the Company and CMC Electronics entered into a
Strategic Cooperation Agreement which inter alia provides for certain guaranteed future payments over the
following four years. Under the current business programs between the Company and CMC Electronics, the
Company would expect these future payments to substantially recover the $1.7 million of deferred development
costs as of December 31, 2005. Should future actual sales of this receiver be materially lower than the current
estimated sales, all or a portion of the deferred development costs would be charged to results of operations. The
Company assesses the recoverability of the deferred development costs at each quarter end.

Income Taxes

The Company follows the liability method of accounting for income taxes. Under this method, current income
taxes are recognized for the estimated income taxes payable for the current year. Future income tax assets and
liabilities are recognized for temporary differences between the tax and accounting bases of assets and liabilities
as well as for the benefit of losses available to be carried forward to future years for tax purposes that are more
likely than not to be realized.

As of December 31, 2005, the Company had income tax benefits related to previously incurred income tax
losses, research and development costs, depreciation deductible for tax purposes and investment tax credits totaling
approximately $140 million, which are available to reduce future taxable income and taxes payable, primarily for
Canadian purposes.

Prior to 2004, the Company had established a full valuation allowance against the calculated tax benefits, since
it was uncertain that these tax benefits were more likely than not to be realized. In determining the valuation
allowances to establish against these deferred tax benefits, the Company considers many factors, including the
specific taxing jurisdiction, the carry forward period, income tax strategies, limitations due to acquisitions-of-control
and forecasted earnings. A valuation allowance is recognized if, based on the weight of available evidence, the
Company concludes that it is more likely than not that some portion or all of the deferred tax benefits will not be
realized. Effective 2004, and continuing in 2005, the Company determined, on the basis of consecutive years of
increasing profitability from 2001 to 2005 and the Company’s forecasts of operating results for the foreseeable
future, that it was more likely than not that a portion of the future income tax assets would be realized. As part
of this analysis, the Company used a seven year moving average of forecasted profitability for its operations subject
to Canadian income tax.

Accordingly, the Company recognized future income tax assets of $5.6 million on its balance sheet as of
December 31, 2005, and a corresponding $2.4 million future income tax benefit in its statement of operations for
the year ended December 31, 2005. In 2004, the Company recognized $3.2 million of future income tax assets on
its balance sheet as of December 31, 2004, and a corresponding $1.1 million future income tax benefit and
$2.1 million benefit of investment tax credits in its statement of operations for the year ended December 31, 2004.

As of December 31, 2005, the valuation allowance against the calculated future income tax assets was
approximately $44.2 million, or 89% of the gross value of the future income tax assets.

If the Company’s forecasted profitability in the foreseeable future were 20% above or 20% below current

estimates, the future income tax benefit included in the statement of operations for the year ended December 31,
2005, would have been approximately $3.5 million and $1.3 million, respectively.
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Results of Operations

The following table sets out, as a percentage of revenue, consolidated operations data for the periods indicated.

Year Ended December 31,

2005 2004 2003
(Percentage of Revenue)
REVEIMUES ..ottt e i e 100.0% 100.0% 100.0%
Gross profit — product sales ...........ciiiiiiiiiiiiiiii i 62.4 59.9 53.9
Gross profit — NREfees ... 42.0 43.1 455
Total gross profit .........coooiviiiiiiiiiii 61.1 58.3 525
Operating expenses:
Research and development ...........coovviiiiiiiiiiiiiinan... 17.2 17.8 18.4
Selling and marketing ............coiiiiiiiiiiiiii i 10.1 10.7 13.6
General and administration .............cooiiiiiiiiiiiiii e, 11.2 9.8 11.1
Foreign exchange 10Ss ........ oo 04 1.1 1.3
Share offering Costs ..........coiiiiiiiiiiiiii i — 14 -
Total Operating EXpenses ............evivirveieeerieeeenens. 38.9 40.8 444
Operating income .............. e e 22.2 17.5 8.1
Interest INCOME, Nt ... ittt i it a et n et 1.2 0.5 0.4
Oher EXPEISE . .vutit ettt et e r e en e 0.1 0.1 04
Benefit of investment tax credits ... 2.5 8.1 e
Income from continuing operations before income taxes .............. 25.8 26.0 8.1
Income taxes
CUIrent ProvISION .......vcerteeuitneeetiieeetnaneeeeenenanens 3.2 4.3 0.1
Future income tax expense (benefit) ............................. (3.8) 2.0) =
Total income tax expense (benefit) ....................... .. (0.6) 23 _ 01
Net income from continuing OPErations ................coeeeeeeeenenns 26.4 23.7 8.0
Income (loss) from discontinued operations .....................oou.0 — 0.1 0.9
NEEINCOME oottt et e ettt eeen 26.4% 23.8% 8.9%

2005 Compared to 2004

Revenues

Total revenues in 2005 were $63.3 million, representing a 17% increase over 2004 revenues of $53.9 million,
despite the adverse impact of the weaker U.S. dollar relative to the Canadian dollar. Since the majority of the
Company’s revenues are denominated in U.S. dollars, a weaker U.S. dollar adversely affects NovAtel’s revenues.
NovAtel’s U.S. dollar denominated revenue declined to an average of $1.22 Canadian in 2005 from an average
of $1.30 Canadian in 2004. If the Company’s U.S. dollar denominated revenues were converted into Canadian
dollars at equivalent exchange rates, revenue in 2005 would have been approximately 25% higher than in 2004,
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The following table sets out revenues of the Company by the market categories indicated for the fiscal years
ended December 31, 2005 and 2004.

2005 2004 Change
$ % $ % $ %
($000’s)

GeomatiCs ..vvvveereriinrneinns. $11,534 18% $ 9,339 17% $ 2,195 24%
Aerospace and Defence .............. 8,883 14 11,248 21 (2,365) 2D
Special Applications ................. 42,596 67 32,952 61 9,644 29
Other oo 282 = 393 1 (111) 28)
TOTAL .....cooviiiiiiiiiiiann, $63,295 100% $53,932 100% $ 9,363 17%

Geomatics

In 2005, approximately 77% of Geomatics revenues were comprised of NovAtel's sales to Point, net of
intercompany eliminations and the Company’s proportionate share of sales by Point. The balance of geomatics
revenue was derived from sales to third party customers. Geomatics sales were $11.5 million in 2005, an increase
of 24% from $9.3 million in 2004, due primarily to higher sales to third party customers in Canada and Asia, as
well as higher NRE revenue associated with new product development for Point.

Point’s operations were restructured in April 2002, with the aim of focusing operating activities on sales,
marketing and distribution as opposed to product development. NovAtel had been disappointed in the operating
performance of Point, particularly the lower than expected revenues which the Company anticipated would increase
after the April 2002 restructuring. The Company continues to work with Point’s management and Sokkia to improve
the operating results of Point.

Aerospace and Defence

Aerospace and Defence revenues were $8.9 million in 2005 compared to $11.2 million for 2004, a decrease of 21%.
The Company’s Aerospace and Defence revenues are highly dependent on the timing of large, government-funded
programs. The majority of the revenue in 2005 related to the U.S. WAAS and Indian GAGAN aviation programs that
contributed $4.1 million in revenue in 2005 compared to $8.2 million in 2004. The lower revenue was anticipated and
was attributable to the substantial completion of major phases of three WAAS related contracts in 2004. In the latter
half of 2005, the Company also recognized initial revenue of $1.1 million under a contract funded by the European Space
Agency (“ESA”) to develop the Ground Reference Receiver for the European Galileo program.

The certified GPS receiver jointly developed by the Company and CMC Electronics is intended for use in
airborne applications and the local area augmentation system (“LAAS”) program. With the GPS receiver achieving
certification, the Company earned royalties of $800,000 in 2005, compared to $545,000 in 2004.

In October 2004, the Canadian Space Agency (CSA) awarded a contract to the Company for demonstration
and prototype receiver development for the European Galileo system. The value of CSA’s contribution to NovAtel
under the contract is $997,000, of which $595,000 was recognized as revenue in 2005. This contract is expected
to be completed in the first half of 2006.

In November 2005, the Company commenced work on the Galileo Safety of Life project under a CSA contract
with CMC Electronics. The Company expects to receive $500,000 funding on this program over approximately
18 months, with equipment deliveries scheduled for May 2007.

In 2005, the Company received a contract for a portion of the Galileo Reception Chain (GRC) reference
receiver development as part of the European Galileo program. The initial contract valued at Euro 1.3 million, will
run from June 2005 to mid 2006. Should the contract proceed to a full award, the program may have a value up
to Euro 6.3 million over the next two and a half years with delivery of up to 25 production receivers subsystems
by mid 2008. The Company recognized $1.1 million in revenue in 2005 under this contract.
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Special Applications

Special Applications revenues were $42.6 million in 2005 compared to $33.0 million in 2004, an increase of
29%. The increase was primarily attributable to higher product shipments to Leica Geosystems of $2.6 million,
higher shipments of product into China of $2.6 million and higher shipments to the Company’s U.S. dealer network
of $2.8 million.

The Company entered into a strategic co-operation agreement with Leica Geosystems in May 2003 to jointly
develop new technology for GPS in the high-precision geomatics market. In September 2003, pursuant to the
strategic co-operation agreement, NovAtel also entered into a supply agreement with Leica Geosystems which sets
forth the arrangements under which NovAtel would develop and supply a custom GPS receiver for Leica
Geosystems. In 2004 and 2005, Leica Geosystems announced the launch of new survey products that incorporate
NovAtel’s GPS receiver and antenna technology. The Company’s revenue with Leica Geosystems accounted for
18% of total revenue in 2005 and the Company expects revenue from product shipments supplied to Leica
Geosystems to comprise between 15% and 20% of NovAtel’s total revenue in 2006.

Revenues by Geographic Market

In 2005, the Company derived approximately 52% of its total revenues from the sale of products to countries
outside the United States and Canada compared to 48% in 2004. Revenues from such international sales increased
to $33.2 million in 2005 from $25.8 million in 2004, primarily as a result of higher shipments to Leica Geosystems
and into China.

Gross Profit

Gross profit increased to $38.7 million in 2005 from $31.4 million in 2004, mainly as a result of increased
revenue. Gross profit as a percentage of total revenues increased to 61.1% in 2005 from 58.3% in 2004. The increase
in gross margin as a percentage of revenue is primarily attributable to favourable product mix, including the benefit
of Waypoint related products which are primarily software, a lower proportion of NRE fee revenues relative to
product sales, and lower provisions for inventory obsolescence.

Research and Development

Research and development expenses increased 14% from $9.6 million in 2004 to $10.9 million in 2005 but
decreased as a percentage of total revenues from 17.8% in 2004 to 17.2% in 2005. The increase in research and
development expenses is primarily attributable to higher material costs of $523,000, higher employee compensation
and benefit costs of $343,000, higher costs for facilities and IT support services of $378,000 and higher consulting
and other outside service of $298,000, partially offset by higher recovery of expenses from customer funded
programs of $418,000. The Company believes that significant investments in research and development are required
to maintain its technology and compete in its business. The Company expects to spend approximately 17% to 19%
of revenue in research and development activities in 2006.

Selling and Marketing

Selling and marketing expenses increased 11% from $5.8 million in 2004 to $6.4 million in 2005 but decreased
as a percentage of revenue from 10.7% in 2004 to 10.1% in 2005. The increased selling and marketing costs were
due primarily to higher employee compensation and benefit costs of $477,000, higher advertising and product
promotion costs of $307,000, partially offset by lower provision for doubtful customer accounts receivable of
$160,000. The Company expects to spend approximately 10% to 11% of revenue in selling and marketing activities
in 2006.
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General and Administration

General and administration expenses increased 33% from $5.3 million in 2004 to $7.1 million in 2005 and
increased as a percentage of revenue from 9.8% in 2004 to 11.2% in 2005. The increase in general and administration
expenses was a result of higher professional fees for legal and audit services of $667,000, higher employee
compensation and benefit costs of $460,000, higher insurance costs of $441,000, higher amortization costs of
$170,000, higher board of director fees of $100,000, and higher consulting costs related to the Company’s Sarbanes-
Oxley 404 compliance project of $260,000, partially offset by higher allocations for facility and IT support to
manufacturing, research and development and sales and marketing departments of $550,000. The Company expects
to spend approximately 9.5% to 10.5% of revenue in general and administration activities in 2006.

Foreign exchange loss

Foreign exchange loss decreased from $595,000 in 2004 to $255,000 in 2005 due to a slowdown in the
weakening of the U.S. dollar relative to the Canadian dollar.

Interest Income, net

NovAtel earned net interest income of $787,000 in 2005 compared to $313,000 in 2004 as a result of higher
cash balances available for investment and higher interest rates. The Company’s cash deposits which are not required
for operations are invested in short-term interest bearing instruments.

Benefit of Investment Tax Credits

In 2005, the Company recognized a $1.6 million benefit of investment tax credits related to the use of
investment tax credits to shelter tax otherwise payable in 2005. In 2004, the Company recognized a $4.4 million
benefit of investment tax credits of which $2.3 million was related to the use of investment tax credits to shelter
tax otherwise payable in 2004 and $2.1 million was related to the recognition of future income tax assets.

Provision for Current Income Taxes and Future Income Tax Benefit

The provision for current income taxes consists primarily of an expense related to the benefit of investment
tax credits recognized elsewhere on the statement of operations, a provision for income tax payable in the U.S.,
a provision for income tax payable in Canada related to Waypoint’s operations prior to being amalgamated with
the Company, and Canadian federal large corporations tax. The provision for current income taxes was $2.0 million
in 2005, compared to $2.3 million in 2004. The decrease was mainly attributable to a lower expense incurred with
the recognition of the benefit of investment tax credits.

In 2005, the Company recognized $2.4 million future income tax benefit (see “Critical Accounting Estimates™)
compared to $1.1 million in 2004. The Company recognized the future income tax benefit in 2005 on the basis
of its improving profitability from 2001 to 2005 and the Company’s forecasted profitability in the foreseeable future.

2004 Compared to 2003
Revenues

Total revenues in 2004 were $53.9 million, representing a 39% increase over 2003 revenues of $38.7 million,
despite the adverse impact of the weaker U.S. dollar relative to the Canadian dollar. Since the majority of the
Company’s revenues are denominated in U.S. dollars, a weaker U.S. dollar adversely affects NovAtel’s revenues.
NovAtel’s U.S. dollar denominated revenue declined to an average of $1.30 Canadian in 2004 from an average
of $1.40 Canadian in 2003. If the Company’s U.S. dollar denominated revenues were converted into Canadian
dollars at equivalent exchange rates, revenue in 2004 would have been approximately 50% higher than in 2003.
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The following table sets out revenues of the Company by the market categories indicated for the fiscal years
ended December 31, 2004 and 2003.

2004 2003 Change
$ Yo $ %o $ Yo
($000’s)
GeomatiCs ..vveei e $ 9,339 17% $ 8,380 2% $ 939 11%
Aerospace and Defence .............. 11,248 21 7,558 20 3,690 49
Special Applications ................. 32,952 61 22,563 58 10,389 46
Other ...t 393 1 183 = 210 >100
TOTAL ...t $53,932 100%  $38,684 100% $15,248 39%

Geomatics

In 2004, Geomatics revenues were largely comprised of NovAtel’s sales to Point, net of intercompany
eliminations and the Company’s proportionate share of sales by Point. Geomatics sales were $9.3 million in 2004,
an increase of 11% from $8.4 million in 2003, due primarily to higher sales volumes from the Company to Point,
including NRE revenue associated with new product development.

Aerospace and Defence

Aerospace and Defence revenues were $11.2 million in 2004 compared to $7.6 million for 2003, an increase
of 49%. The majority of the revenue in 2004 related to three U.S. WAAS aviation programs that contributed
$8.2 million in revenue, including $5.2 million of hardware deliveries, in 2004 compared to $4.7 million in 2003.

In early 2004, the Company completed a contract awarded by the FAA in 2002 to develop the next generation
WAAS receiver. The Company received a letter subcontract from Raytheon Company for production start-up and
83 initial receiver deliveries, all of which were delivered in 2004. The contract has subsequently been amended
to add another 22 WAAS receivers for delivery in early 2005. At the end of 2004, the contract had a combined
NRE and production value of approximately U.S. $3.7 million. The Company’s NRE work under the program was
substantially complete by the end of 2004.

NovAtel also participated in the new Geostationary Command & Control Segment program to develop Ground
Uplink System receivers for the new third Geostationary Satellite for WAAS. In 2003, NovAtel received a letter
subcontract from Raytheon worth up to U.S. $1.64 million NRE plus U.S. $885,000 in hardware deliverables. The
Company’s NRE work under the program was substantially complete by the end of 2004 and all hardware deliveries
were completed.

In 2003, NovAtel received a letter subcontract from Raytheon Company for the development of an L1/L5
Signal Generator to be used with the new WAAS/GEO Ground Uplink System. This letter contract was worth up
to U.S. $1.0 million NRE plus U.S. $592,000 in hardware deliverables. The Company’s NRE work under the
program was substantially complete by the end of 2004 and all hardware deliveries were completed.

Special Applications

Special Applications revenues were $33.0 million in 2004 compared to $22.6 million in 2003, an increase of
46%. The increase was primarily attributable to higher product shipments to Leica Geosystems of $6.3 million,
an increase in revenue from the GPS OEM L1 product line acquired in May 2003 from CMC Electronics of
$2.1 million, and higher shipments of product into China of $2.4 million. The increase in Special Applications
revenue was achieved despite the impact of the weaker U.S. dollar on revenues of the Company.
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Revenues by Geographic Market

In 2004, the Company derived approximately 48% of its total revenues from the sale of products to countries
outside the United States and Canada compared to 43% in 2003. Revenues from such international sales increased
to $25.8 million in 2004 from $16.5 million in 2003, primarily as a result of higher shipments to Leica Geosystems.

Gross Profit

Gross profit increased to $31.4 million in 2004 from $20.3 million in 2003, mainly as a result of increased
revenue. Gross profit as a percentage of total revenues increased to 58.3% in 2004 from 52.5% in 2003. The increase
in gross margin as a percentage of revenue is primarily attributable to favourable product mix, including the benefit
of aviation hardware shipments and a lower proportion of NRE fee revenues relative to product sales, and lower
per unit manufacturing costs of the Company’s GPS receivers.

Research and Development

Research and development expenses increased 35% to $9.6 million in 2004 from $7.1 million in 2003 but
decreased as a percentage of total revenues to 17.8% in 2004 from 18.4% in 2003. The increase in research and
development dollars reflects higher employee compensation and benefit costs of $2.2 million, including higher
provisions for employee incentive programs, higher amortization costs of $183,000 relating to equipment and higher
non-related party consulting costs of $273,000. In addition, in 2003, the Company incwrred one time costs of
$441,000 related to the acquisition of CMC Electronics’ non-aviation L1 GPS OEM product line.

Selling and Marketing

Selling and marketing expenses increased 9.1% to $5.8 million in 2004 from $5.3 million in 2003 but decreased
as a percentage of total revenues to 10.7% in 2004 from 13.6% in 2003. The increased selling and marketing costs
were primarily due to higher employee compensation and benefit costs, including higher provistons for employee
incentive programs of $600,000, higher employee relocation costs of $50,000, higher travel costs of $83,000,
partially offset by lower distribution costs in Asia of $160,000, and lower provision for doubtful customer accounts
receivable of $192,000.

General and Administration

General and administration expenses increased 24.1% to $5.3 million in 2004 from $4.3 million in 2003 but
decreased as a percentage of total revenues to 9.8% in 2004 from 11.1% in 2003. The increased expenses are
attributable to higher employee compensation and benefit costs including higher provisions for employee incentive
programs of $767,000, employee relocation expenses of $42,000 and increased professional fees of $260,000.

Share Offering Costs

In 2004, the Company incurred $754,000 of expenses related to a proposed public offering in Canada and a
private placement in the U.S. of its common shares. On May 26, 2004, the Company withdrew the offering. As
the Company did not proceed with the offering, the Company has expensed the $754,000 within the Consolidated
Statements of Operations for the year ended December 31, 2004.

Interest Income, net

NovAtel earned net interest income of $313,000 in 2004 compared to $174,000 in 2003 as a result of higher
cash balances available for investment. The Company’s cash deposits which are not required for operations are
invested in short-term interest bearing instruments.
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Other Expense

Other expense in 2004 was $67,000 compared to $137,000 in 2003 and consisted primarily of cash discount
costs related to early payment on sales to Sokkia by Point in both years.

Benefit of Investment Tax Credits

In 2004, the Company recognized a $4.4 million benefit of investment tax credits, of which $2.3 million was
related to the use of investment tax credits to shelter tax otherwise payable in 2004 and $2.1 million was related
to the recognized future income tax asset. There was no comparable benefit of investment tax credits in 2003, as
the Company used tax losses to shelter tax otherwise payable and had not had a sufficient record of profitability
to recognize the future benefit.

Provision for Current Income Taxes and Future Income Tax Benefit

The provision for current income taxes consists primarily of an expense related to and equal to the benefit
of investment tax credits recognized elsewhere on the statement of operations and Canadian federal large
corporations tax. The provision for current income taxes was $2.3 million in 2004, compared to $52,000 in 2003.
The increase was mainly attributable to an expense incurred with the recognition of the benefit of investment tax
credits and a higher tax base for Canadian federal large corporations tax.

In 2004, the Company recognized $1.1 million future income tax benefit (see “Critical Accounting Estimates”)
compared to $nil in 2003. The Company recognized the future income tax benefit in 2004 on the basis of its
improving profitability from 2001 to 2004 and the Company’s forecasted profitability in the foreseeable future.
Income (Loss) from Discontinued Operations

In 2004, the Company recognized income from discontinued operations of $21,000 compared to $360,000

in 2003, attributable to the liquidation of the residual assets and liabilities of its former subsidiary, Mezure, which
was discontinued in 2003. :
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Quarterly Results of Operations

The following tables set out certain financial information for each of the eight quarters ended December 31,
2005. In the opinion of management of the Company, this information has been prepared on the same basis as the
audited financial statements appearing elsewhere in this Annual Report, and all necessary adjustments have been
included in the amounts stated below to fairly present the unaudited quarterly results when read in conjunction with
the Company’s audited financial statements and the notes to those statements. The operating results for any quarter
should not be relied upon as any indication of results for any future period.

Revenue ..................
Costof sales ..............
Gross profit ...............

Operating expenses:
Research and
development ..........
Selling and marketing .. ..
General and
administration .........
Foreign exchange
loss (gain) ............
Share offering costs ......

Total operating expenses ..

Operating income ..........
Interest income, net ........
Other income (expense) ....
Benefit of investment

tax credits ..............

Income from continuing
operations before
income taxes ............
Income taxes
Current provision ........
Future income tax expense
(benefit) ..............

Total income tax expense
(benefit) ..............
Net income from
continuing operations ....

Quarter Ended

2005 2004
Dec. 31 Sept. 30 Jun, 30 Mar. 31 Dec. 31 Oct. 2 Jun. 30 Mar. 31
$16,157  $14,295  $17486  $15,357 $14,371  $13,777  $13,282  $12,502
5,905 5,614 6,817 6,300 6,201 5,409 5,330 5,563
10,252 8,681 10,669 9,057 8,170 8,368 7,952 6,939
3,056 2,606 2,882 2,338 2,758 2,394 2,398 2,038
1,480 1,689 1,651 1,567 1,218 1,485 1,594 1,454
1,928 1,520 1,817 1,817 1,377 1,325 1,304 1,306
19 196 32 8 320 325 (72) 22
— — — — 12 20 722 —
6,483 6,011 6,382 5,730 5,685 5,549 5,946 4,820
3,769 2,670 4,287 3,327 2,485 2,819 2,006 2,119
246 218 170 153 118 87 55 53
(12) (16) 30) (14) (15) 17) (16) 19
556 — — 1,036 4,356 — — —
4,559 2,872 4,427 4,502 6,944 2,889 2,045 2,153
549 75 109 1,313 2,276 18 22 12
(1,121) (371) (355) (555) (1,091) — — —
(572) (296) (246) 758 1,185 18 22 12
$ 5131 $3168 $4673 $3744 $5759 $2871 $2023 $214]
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Revenues
Gross profit
Operating expenses:
Research and
development
Selling and marketing ....
General and
administration
Foreign exchange
loss (gain)
Share offering costs ......

Total operating expenses . .

Operating income ..........
Interest income, net
Other income (expense) ....
Benefit of investment

tax credits

Income from continuing
operations before
income taxes

Income taxes
Current provision
Future income tax expense

(benefit)

Total income tax expense
(benefit)

Net income from
continuing operations .. ..

Quarter Ended

2005 2004
Dec. 31 Sept. 30 Jun. 30 Mar. 31 Dec. 31 Oct. 2 Jun. 30 Mar. 31
(Percentage of Revenues)

100% 100% 100% 100% 100.0% 1000% 100.0% 100.0%
63.4 60.7 61.0 59.0% 56.9 60.7 59.9 55.5
18.9 18.2 16.5 15.2 19.2 174 18.1 16.3

9.2 11.8 9.4 10.2 8.5 10.8 12.0 11.6
11.9 10.6 10.4 11.8 9.6 9.6 9.8 10.5

0.1 14 0.2 0.1 2.2 23 (0.5) 0.2
_0.0 _0.0 _0.0 0.0 0.1 0.1 5.4 —
40.1 42.0 365 37.3 39.6 40.2 44.8 38.6
233 18.7 245 21.7 17.3 20.5 15.1 16.9

1.6 1.5 1.0 10 0.8 0.6 04 0.4
©0.1) 0.D 0.2) ©0.1) 0.1) (0.1) 0.1) 0.1
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The following table sets out revenues of the Company by the market categories indicated for the last eight

fiscal quarters.

Geomatics .................
Aerospace and Defence ....
Special Applications
Other

Quarter Ended .

2008 2004
Dec. 31 Sept. 30 Jun. 30 Mar. 31 Dec. 31 Oct. 2 Jun. 30 Mar. 31
($000°s)

$ 2339 $3010 $3719 $2466 $2803 $2273 $2171 $ 2,092
2,988 1,326 2,901 1,668 2,141 3,515 3,457 2,135
10,783 9,874 10,841 11,098 9,211 7,906 7,647 8,188
47 85 25 125 216 83 7 87
$16,157  $14,295 $17,486  $15,357 $14,371  $13,777  $13282  $12,502

The Company’s quarterly resulits of operations have fluctuated and are expected to continue to fluctuate because
of a number of factors which affect revenue, gross margins and operating expenses, including revenue generated
from major contracts, acquisition of new product lines, U.S. dollar to Canadian dollar exchange rates, operating
results of joint venture and subsidiary entities, new product introductions, fluctuations in NRE fees, seasonality
and other factors affecting customer purchase patterns, and the timing of industry trade shows.

In addition, revenues can be expected to vary significantly as a result of a lack of a significant order backlog,
fluctuations in demand for existing products, the rate of development of new markets, the degree of market
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acceptance of new products, increased competition and the general strength of domestic and international economic
conditions. Furthermore, if the Company were unable to deliver sufficient quantities of products in a timely manner,
due to factors such as parts supply shortages or customs delays, its revenues could be adversely affected.

In 2005, quarterly operating expenses fluctuated due to the impact of changes in staffing levels, recovery of
research and development expenses from NRE fees, legal fees, and provisions related to the Company’s employee
incentive programs and senior management bonus program.

Liquidity and Capital Resources

In 2003, cash provided by operations was $17.1 million, compared to $12.5 million in 2004. Cash provided
by operations in 2005 consisted primarily of $16.7 million of net income and $2.9 million in amortization expenses,
partially offset by the effect of a $2.4 million non-cash future income tax benefit and a $1.0 million increase in
working capital. The increase in working capital was caused mainly by an increase in accounts receivable, partially
offset by an increase in accounts payable and accrued liabilities.

Cash provided by financing activities in 2005 was $778,000, consisting of $721,000 related to the exercise
of employee stock options and reimbursement of $57,000 from CMC Electronics, Inc. relating to the proposed
public offering/private placement of the Company’s shares in 2004. In 2004, $598,000 in cash was provided by
financing activities, $1.5 million of which was also related to employee stock option exercises, partially offset by
expenses related to the proposed public offering/private placement of the Company’s shares of $807,000 and capital
lease payments of $100,000.

Cash used in investing activities in 2005 was $24.1 million, consisting of purchases of $56.4 million of short-
term investments, partially offset by proceeds from maturities of short-term investments of $38.4 million,
$3.5 million related to the acquisition of Waypoint, $2.4 million of capital equipment and $221,000 in royalty
payments made to CMC Electronics in connection with the purchase of its former OEM GPS business. In 2004,
cash used ininvesting activities was $6.6 million, consisting of purchases of $17.7 million of short-term investments,
partially offset by proceeds from maturities of short-term investments of $13.9 million, purchases of $2.3 million
of capital equipment, capitalized expenditures of $218,000 related to the development of a certified GPS aviation
receiver, and $261,000 royalty payments made to CMC Electronics, also in connection with the purchase of its
former OEM GPS business.

At December 31, 2005, NovAtel had cash and short-term investments of $35.1 million. The Company has
credit agreements with HSBC Bank Canada and The Toronto Dominion Bank under which it can borrow up to
$1.7 million for day-to-day operating requirements and $3.4 million to support the margin requirement related to
the purchase of up to approximately U.S. $14.0 to $15.0 million of foreign exchange contracts (depending on the
maturity date of the contracts). The lines of credit are payable on demand and are secured by certain of the
Company’s assets. At December 31, 2005, portions of the lines of credit were utilized to support approximately
U.S. $8.5 million of foreign exchange contracts (U.S. $7.5 million at December 31, 2004), leaving $1.7 million
available for day-to-day operating requirements and the margin capacity necessary to enter into additional U.S. $5.5
to $6.5 million in forward exchange contracts (depending on the maturity date of the contracts).

The Company believes that its existing cash, cash equivalents, short term investments, available lines of credit
and anticipated cash generated from operations will be sufficient to satisfy its currently anticipated cash needs for
at least the next twelve months.

Taxes
The Company’s operations are substantially located in Canada and accordingly, Canada is the Company’s main
tax jurisdiction. The Company has not recorded a provision for current income taxes payable in Canada, other than

for Canadian federal large corporations tax, income tax related to Waypoint’s operations prior to amalgamation with
NovAtel, due to previously incurred losses, credits and costs. As of December 31, 2005, the Company had
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approximately $140 million of losses, investment tax credits, depreciation and research and development costs that
are available to reduce future taxable income and taxes payable primarily in Canada. The Company has determined
that the acquisition of a majority of its Common Shares by CMC Electronics in 1998, BAE SYSTEMS p.l.c.’s
acquisition of the majority of the common shares of CMC Electronics in November 1999, and ONCAP’s acquisition
of the majority of the common shares of CMC Electronics in April 2001 each constitute an acquisition of control
of the Company for Canadian income tax purposes. Accordingly, the availability of certain of the Company’s
Canadian income tax losses, research and development costs, depreciation deductible for tax purposes and
investment tax credit may be subject to limitation. The ultimate availability and amount of these losses, credits and
costs may be dependent upon future Canada Revenue Agency audits.

Prior to 2004, the Company had established a full valuation allowance against the calculated tax benefits
associated with tax shields, since it was uncertain that these tax benefits were more likely than not to be realized.
In determining the valuation allowances to establish against these deferred tax benefits, the Company considers
many factors, including the specific taxing jurisdiction, the carry forward period, income tax strategies, limitations
due to acquisitions-of-control and forecasted earnings. A valuation allowance is recognized if, based on the weight
of available evidence, the Company concludes that it is more likely than not that some portion or all of the future
tax benefits will not be realized. In 2004 and 2005, the Company determined, on the basis of consecutive years
of increasing profitability from 2001 to 2005 and the Company’s forecasts of operating results for the foreseeable
future, that it was more likely than not that a portion of the future income tax assets would be realized. As part
of this analysis, the Company used a seven year moving average to forecast profitability of its operations subject
to Canadian income tax.

Accordingly, the Company recognized future income tax assets of $5.6 million ($2.4 million current and
$3.2 million long term) on its balance sheet as of December 31, 2005, and a corresponding $2.4 million future
income tax benefit in its statement of operations for the year ended December 31, 2005.

Outlook

Management of the Company expects revenues to increase as a result of the addition of new customers, the
sale of additional products and services to existing customers, the acquisition of Waypoint on October 1, 2005, as
well as through the implementation of the Company’s overall growth strategy. NovAtel’s management expects to
achieve average long-run organic revenue growth of 15% to 20% per year, prior to currency fluctuations.

The Company’s U.S. dollar denominated revenue generated an average of $1.22 Canadian dollar per U.S. doilar
in 2005. As of May 4, 2006, the U.S. dollar was vatued at approximately $1.11 per Canadian dotlar. The Company
currently expects that product shipments to Leica Geosystems will represent 18% to 22% of 2006 revenues. The
acquisition of Waypoint is expected to contribute approximately $2.3 million revenue in 2006 compared to
approximately $500,000 in 2005. The Company expects gross profit generated on product sales and NRE fees to
increase in conjunction with the expected increase in revenue. Research and development expenses are expected
to increase to support evolving technological needs and new product development. Sales and marketing expenses
and general and administrative expenses are also anticipated to increase to support the anticipated growth in the
Company’s business.

In addition, the Company expects to incur general and administrative expenses in 2006 of approximately
$1.0 million as part of its Sarbanes-Oxley Section 404 program compared to approximately $500,000 in 2005.

Off Balance Sheet Arrangeme‘mts

As of December 31, 2005, the Company had no off balance sheet arrangements other than operating leases.
The Company has a commitment to fund approximately $1.4 million related to leasehold improvements with respect
to an expansion of its Calgary facility.
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Contractual Obligations

The following table sets forth the Company’s contractual obligations and commitments to make future
payments under contracts, excluding trade and related party trade payables.

Payments Due by Period

Less than 1-3 3-5 More than
Total 1 Year Years Years 5 years
($000%s)

Capital lease obligations ...................... $  — $  — $ — $ — $ —
Operating leases ...........ccooviiiiiinii 14,685 1,078 2,505 2,636 8,466

Purchase obligations for inventory, capital :
assets and Services ..., 11,518 11,503 15 —_ —_
Notes payable .....cooeiiiiiiiiiiiniieeinnnn, 1,552 1,552 — — —
TOTAL ..o e ieenans $27,755 $14,133 $2,520 $2,636 $8,466

Related Party Transactions

On May 14, 2003, the Company acquired CMC Electronics’ non-aviation L1 GPS OEM product line. The
purchase price was comprised of $150,000 at closing and $600,000 payable over time as a royalty on the revenue
generated by this product line. To date, the Company has paid $564,000 of royalty payments to CMC Electronics.
The Company expects the remaining $36,000 royalty payment will be paid by the end of Q1 2006. The transaction
was reviewed and approved by a committee of independent directors of the board of directors of the Company.

During the first quarter of 2005, the Company.sold $124,000 of products to CMC Electronics, and charged
$241,000 in royalties related to the development of a certified aviation GPS receiver. CMC Electronics charged
the Company $10,000 equipment service charges in Q1 2005. From January 2005 through August 2005, CMC
Electronics sold its interest in NovAtel, does not maintain any representation on the Company’s board of directors
and therefore is not considered to be a related party, effective May 11, 2005.

The Company and CMC Electronics entered into a strategic co-operation agreement on April 5, 2004, to jointly
develop new technology for GPS aviation solutions. The initial term of the agreement is ten years. Under the terms
of the agreement, NovAtel has agreed to develop and supply global positioning products and technology to CMC
Electronics. In addition, NovAtel has agreed to restrictions on its ability to sell its global positioning products and
technology to certain specified markets, in consideration for the payment of certain minimum royalty payments.
The transaction was reviewed and approved by a committee of independent directors of the board of directors of
the Company.

In 2005, the Company sold $4.4 million of products to Point, its joint venture with Sokkia. In addition, the
Company provided $300,000 in facilities, computer systems support and research and development support and
charged engineering services of $1.8 million to Point. The above financial transactions between the Company and
Point are before intercompany eliminations.

As at December 31, 2005, the Company and Sokkia had collectively loaned Point U.S. $5.3 million, the
Company’s share being U.S. $2.6 million. The loans are secured by the assets of Point.

Point is dependent on the Company and Sokkia for product supply, distribution and financing. Should Sokkia
and the Company discontinue their support, Point’s ability to continue as a going concern would be impaired. If
the existing loans to Point Inc. of U.S. $5.3 million were ultimately not repaid by Point Inc. to the Company and
Sokkia, and/or if Point, Inc. were not able to continue operations and was liquidated in an orderly wind down, the
Company believes that its maximum loss exposure in the statement of operations related to Point, Inc. as of
December 31, 2005, would be approximately $600,000, comprised primarily of working capital related items and
costs incurred to cease operations, after consideration of the effects of the proportionate consolidation of Point.
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The consolidated financial state‘ments of the Company included elsewhere in this Annual Report do not reflect any
-adjustments that would be required if Point’s operations were discontinued.

|

|

New Canadian and U.S. GA%&P Accounting Pronouncements

Canadian Pronouncements

In January 2005, the Cianadian Institute of Chartered Accountants (“CICA™) issued Section 1530,
“Comprehensive Income”, Section 3251, “Equity”, Section 3855, “Financial Instruments — Recognition and
Measurement” and Section 3865, “Hedges”. The new standards increase harmonization with US GAAP and will

require the following:

e Financial assets will be ‘classiﬁed as either held-to-maturity, held-for-trading or available-for-sale. Held-to-
maturity classification v"vill be restricted to fixed maturity instruments that the company intends and is able
to hold to maturity and will be accounted for at amortized cost. Held-for-trading instruments will be recorded
at fair value with realized and unrealized gains and losses reported in net income. The remaining financial
assets will be classified as available-for-sale. These will be recorded at fair value with unrealized gains and
losses reported in a new; category of the consolidated balance sheet under shareholders’ equity called other

comprehensive income [(“OCI”); and

e Derivatives will be classified as held-for-trading unless designated as hedging instruments. All derivatives,
including embedded def\ivatives that must be separately accounted for, will be recorded at fair value on the
consolidated balance sheet. For derivatives that hedge the changes in fair value of an asset or liability,
changes in the denvatlves fair value will be reported in net income and be substantially offset by changes
in the fair value of the hedged asset or liability attributable to the risk being hedged. For derivatives that
hedge variability in cash flows, the effective portion of the changes in the derivatives’ fair value will be
initially recognized in OCI and the ineffective portion will be recorded in net income. The amounts
temporarily recorded in OCI will subsequently be reclassified to net income in the periods when net income
is affected by the variability in the cash flows of the hedged item.

The above guidance will apply for interim and annual financial statements relating to fiscal years beginning
on or after October 1, 2006. Eax"lier adoption will be permitted only as of the beginning of a fiscal year. The impact
of implementing these new standards is not yet determinable as it is highly dependent on fair values, outstanding

positions and hedging strategiés at the time of adoption.

\

In October 2005, the Emeﬁging Issues Committee of the CICA (the “EIC”) issued Abstract No. 157; “Implicit
Variable Interests Under AcG-15" (EIC-157), to address whether a company has an implicit variable interest in
a VIE or potential VIE when s‘peciﬁc conditions exist. An implicit variable interest acts the same as an explicit
variable interest except it invofves the absorbing and/or receiving of variability indirectly from the entity (rather
than directly). The 1dent1ﬁcat10n of an implicit variable interest is a matter of judgment that depends on the relevant
facts and circumstances. EIC- 157 will be effective in the first quarter of 2006. The implementation of this EIC is

\
not expected to have a material impact on the company’s consolidated financial statements.

In June 2005, the AcSB 1ssued Handbook Section 3831, Non-Monetary Transactions, replacing Section 3830
of the same title. The new accountlng standard requires all non-monetary transactions be measured at fair value
unless certain conditions are saplsﬁed The new requirements are effective for non-monetary transactions initiated
in periods beginning on or after January 1, 2006. The Company is in the process of evaluating the impact of the
recently issued standard, but does not expect that the new standard will have a material impact on its financial
position or results of operation;s.

U.S. Pronouncements 1

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123(R), Share-
Based Payment, which establisliles accounting standards for all transactions in which an entity exchanges its equity
instruments for goods and services. SFAS No. 123(R) focuses primarily on accounting for transactions with
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employees. SFAS No. 123(R) eliminates the intrinsic value measurement objective in APB Opinion 25 and generally
requires the Company to measure the cost of employee services received in exchange for an award of equity
instruments based on the fair value of the award on the date of the grant. The standard requires grant date fair value
to be estimated using either an option-pricing model which is consistent with the terms of the award or a market
observed price, if such a price exists. Such cost must be recognized over the period during which an employee is
required to provide service in exchange for the award in the requisite service period (which is usually the vesting
period). The standard also requires the Company to estimate the number of instruments that will ultimately be issued,
rather than accounting for forfeitures as they occur.

The Company is required to apply SFAS No. 123(R) beginning with its fiscal year beginning January 1, 2006. SFAS
123(R) allows for either the “modified prospective method” or the “modified retrospective method” of recognizing
compensation expense. Under the modified retrospective method, the Company must restate its previously issued
financial statements to recognize the amounts the Company previously calculated and reported on a pro forma basis,
as if the prior standard had been adopted. Under both methods, the Company is permitted to use either a straight line
or an accelerated method to amortize the costs as an expense for awards with graded vesting.

The Company currently intends to adopt SFAS No. 123(R) using the modified prospective method. The
Company expects that the adoption of SFAS No. 123(R) will result in an increase to operating expenses under U.S.
GAAP in 2006 of approximately $565.

In November 2004, the FASB issued SFAS No. 151, Inventory Costs an amendment of ARB No. 43, Chapter
4, which amends Chapter 4 of ARB No. 43 that deals with inventory pricing. The Statement clarifies the accounting
for abnormal amounts of idle facility expenses, freight, handling costs, and spoilage. Under previous guidance,
paragraph 5 of ARB No. 43, chapter 4, items such as idle facility expense, excessive spoilage, double freight, and
rehandling costs might be considered to be so abnormal, under certain circumstances, as to require treatment as
current period charges. This Statement eliminates the criterion of “so abnormal” and requires that those items be
recognized as current period charges. Also, this Statement requires that allocation of fixed production overheads
to the costs of conversion be based on the normal capacity of the production facilities. This Statement is effective
for inventory costs incurred during fiscal years beginning after June 15, 2005, although earlier application is
permitted for fiscal years beginning after the date of issuance of this Statement. Retroactive application is not
permitted. Management is analyzing the requirements of this new Statement and believes that its adoption will not
have any significant impact on the Company’s financial position, results of operations or cash flows.

In December 2004, the FASB issued SFAS No. 153, Exchanges of Nonmonetary Assets an amendment of APB
No. 29. This Statement amends Opinion 29 to eliminate the exception for nonmonetary exchanges of similar
productive assets and replaces it with a general exception for exchanges of nonmonetary assets that do not have
commercial substance. The Statement specifies that a nonmonetary exchange has commercial substance if the future
cash flows of the entity are expected to change significantly as a result of the exchange. This Statement is effective
for nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005. Earlier application is
permitted for nonmonetary asset exchanges occurring in fiscal periods beginning after the date this Statement is
issued. Retroactive application is not permitted. The Company is analyzing the requirements of this new Statement
and believes that its adoption will not have any significant impact on the Company’s financial position, results of
operations or cash flows. '

In November 2005, the FASB issued FSPFAS 115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments”, which nullified 2004 guidance issued by the EITF on
determining whether an impairment is other-than-temporary, and effectively reverted back to previous guidance
in this area. The FSP generally encompasses guidance for determining when an investment is impaired, how to
measure the impairment loss, and what disclosures should be made regarding impaired securities. This FSP is
effective for the first quarter of 2006 is not expected to have a material impact on the Company’s consolidated
financial statements.

In June 2004, the FASB issued an exposure draft of a proposed Statement, “Fair Value Measurements” to
provide guidance on how to measure the fair value of financial and non-financial assets and liabilities when required
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by other authoritative accounting pronouncements. The proposed statement attempts to address concerns about the
ability to develop reliable estimates of fair value and inconsistencies in fair value guidance provided by current

U.S. GAAP, by creating a framew‘ork that clarifies the fair value objective and its application in GAAP. In addition,

the proposal expands disclosures r!‘equired about the use of fair value to remeasure assets and liabilities. The standard
will be effective for fiscal years beginning after December 15, 2006, and interim periods in those fiscal years, except

that the disclosure requirements will be effective for fiscal years ending after December 15, 2006.

In May 2005, the FASB issu‘ed SFAS No. 154, “Accounting Changes and Error Corrections”, which requires
that changes in accounting principle be retrospectively applied as of the beginning of the first period presented as
if that principle had always been used, with the cumulative effect reflected in the carrying value of assets and
liabilities as of the first period pres“ented and the offsetting adjustments recorded to opening retained earnings. SFAS
No. 154 is effective for accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005 with early adoption permitted. The Company is reviewing the guidance to determine the

potential impact, if any, on its consolidated financial statements.

In June 2005, the FASB published an Exposure Draft containing proposals to change the accounting for
business combinations. The prop(j)sed standards would replace the existing requirements of the FASB’s Statement
No. 141, Business Combinations. The proposals would result in fewer exceptions to the principle of measuring assets
acquired and liabilities assumed in a business combination at fair value. Additionally, the proposals would result
in payments to third parties for C(‘)nsulting, legal, audit, and similar services associated with an acquisition being
recognized generally as expenses‘ when incurred rather than capitalized as part of the business combination. The
FASB also published an Exposu}re Draft that proposes, among other changes, that noncontrolling interests be

classified as equity within the copsolidated financials statements. The FASB’s proposed standard would replace

Accounting Research Bulletin No. 51, Consolidated Financial Statements.

On July 14, 2005, the FASB|published an exposure draft entitled Accounting for Uncertain Tax Positions —
an interpretation of FASB Staterpent No. 109. The proposed interpretation is intended to reduce the significant
diversity in practice associated with recognition and measurement of income taxes by establishing consistent criteria
for evaluating uncertain tax positions. The proposed interpretation would be effective for the first fiscal year
beginning after December 15, 2(?06. Earlier application would be encouraged. Only tax positions meeting the
probable recognition threshold at that date would be recognized. The transition adjustment resulting from
application of this interpretation would be recorded as a cumulative-effect change in the income statement as of
the end of the period of adoption.‘ Restatement of prior periods or pro forma disclosures under APB Opinion No.
20, Accounting Changes, would not be permitted. Management is in the process of reviewing the requirements of

this recent exposure draft.

On September 30, 2005, the FASB issued an Exposure Draft that would amend FASB Statement 128, Earnings
per Share, to clarify guidance for mandatorily convertible instruments, the treasury stock method, contracts that
may be settled in cash or shares and contingently issuable shares. The proposed Statement would be effective for
interim and annual periods ending} after June 15, 2006. Retrospective application would be required for all changes
to Statement 128, except that retriospective application would be prohibited for contracts that were either settled
in cash prior to adoption or modified prior to adoption to require cash settlement. Management is in the process
of reviewing the requirements of|this recent exposure draft.

Financial Instruments \

Most of the Company’s rever!mes (over 95% in 2005) are earned in currencies other than the Canadian dollar,
principally the U.S. dollar. A subsqantial portion of the Company’s expenses, however, have been and will continue
to be incurred in Canadian dollar“s. Accordingly, fluctnations in exchange rates between the U.S. dollar and the
Canadian dollar could materially affect results of operations. In the normal course of business, the Company uses
foreign currency options and forwajlrd foreign currency contracts to reduce exposure to fluctuations in the U.S. dollar
to Canadian dollar exchange rates. At December 31, 2005, the Company had forward currency contracts to sell

U.S. $8.0 million between J anuary‘ 30, 2006 and August 31, 2006 at an average rate of $0.8322 per Canadian dollar.
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In addition, the Company had forward foreign currency contracts to sell 320,000 Euro on February 28, 2006 at
a rate of 0.6677 Euro per Canadian dollar. Derivative financial instruments are not used for speculative purposes.
There can be no assurance that the Company will be successful in such hedging activities.

The Company’s operating budget for 2006 is based on an exchange rate of U.S. $0.85 per Canadian dollar.
The Company estimates that each $0.01 change in the U.S. dollar to Canadian dollar exchange rate would impact
the Company’s 2006 budgeted net income by approximately $500,000, prior to taking into consideration the
Company’s 2006 hedging program. The following table sets forth the potential impact of various hypothetical U.S.
dollar to Canadian dollar exchange rates on the Company’s 2006 budgeted net income, prior to taking into
consideration the Company’s 2006 hedging program. '

U.S. $ per Canadian $ Impact on 2006 Budgeted Net Income
Favourable/(Unfavourable)
(CDN$)

80,8 o $2.2 million
B0.8 L $1.6 million
B0, 83 e $1.1 million
B0.84 L $0.5 million
80,85 —

0,86 e $(0.5) million
G087 i $(1.0) miilion
B0, 88 $(1.5) million
0.8 $(2.0) million
B0.00 Lo $(2.5) million
B0 o $(2.9) million
B0, i $(3.4) million
$0.93 L $(3.8) million

The Company is not subject to significant interest rate risk due to the short-term maturities of the Company’s
outstanding loans and short term investments.

A. Inflation

While the Company believes that inflation has not had a material effect on its results of operations, there can
be no assurance that inflation will not have such an effect in the future.

B. Liquidity and Capital Resources
See “Item 5 — Operating and Financial Review and Prospects, Liquidity and Capital Resources.”
C. Research and Development, Patents and Licences, etc.

See “ltem 4 — Information on the Company, Business Overview — Research and Development” and
“— Patents, Trademarks and Licenses.”

D. Trend Information
See “Item 5 — Operating and Financial Review and Prospects, Operating Results.”
E. Off Balance Sheet Arrangements

See “Item 5 — Operating and Financial Review and Prospects, Operating Results — Off Balance
Sheet Arrangements.”
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F. Tabular Disclosure of Contractual Obligations
See “Item 5 — Operating and Financial Review and Prospects, Operating Results — Contractual Obligations.”
Item 6. Directors, Senior Management and Employees

A. Directors and Senior Management

The following table sets f01"th certain information, as of March 15, 2006, regarding the executive officers,
directors and certain key employees of the Company:

Executive

Director  Officer
Name Age Position Since Since
Directors, Executive Officers and
Key Employees
Jonathan W. Ladd .................... 50 President and Chief Executive Officer 2002 2002
Werner Gartner ...........o...fooen.. 49 Executive Vice President and Chief 2001 1995

. Financial Officer

Patrick C. Fenton ..............|..... 48 Vice President and Chief Technology Officer 2005 2003
Farlin A. Halsey, Jr. ................. 40 Vice President, Marketing — 2003
Anthony J. Murfin .............|..... 58 Vice President, Business Development — —
Graham C. Purves .............L..... 43 Vice President, Sales — 2003
Michael McAloney ................. 48 Vice President, Operations and Quality — —
Curtis Anderson ..................... 45 Vice President, OEM Product Development — —_
Robert J. Iverach ..............L..... 58 Director 2005 —_
Richard D. Orman .............L..... 57 Vice Chairman of the Board 1994 —
Joel A. Schleicher ..............L..... 54 Director 1997 —
Charles R. Trimble .............L..... 64 Director 2002 —
David E. Vaughn ............... - 60 Chairman of the Board 2001 —

The following is a brief bio‘graphy of each of the directors and officers of the Company, which includes a
description of their present occupation and their principal occupations during at least the past five years.
\

Jonathan W. Ladd. M. Lad(i was appointed President and Chief Executive Officer of the Company in February
2002 and has served as a director; of the Company from July 2002. From July 2001 to November 2001, Mr. Ladd
served as Senior Vice President, Engineering at Thales Navigation Inc., a satellite positioning product company,
and President of Thales’ Russian|subsidiary, Ashtech A/O. From January 1998 to July 2001, Mr. Ladd served in
several other management positions at Magellan Corporation, a satellite positioning product company, including
Senior Vice President, Advanced Technology Group and Vice President and General Manager of Ashtech Precision
Products Business Unit.

Werner Gartner. Mr. Gartner was appointed Executive Vice President and Chief Financial Officer of the
Company in October 1996 and has served as a director of the Company from July 2001. Mr. Gartner also served
as a director of the Company from November 1995 until May 1998. From November 2000 to February 2001,
Mr. Gartner, in addition to his regular duties, served as Acting Interim President and Chief Executive Officer of
the Company. From August 199Q to October 1996, Mr. Gartner served in a variety of financial positions at the

Company including Vice President, Finance and Corporate Controller.
\

Patrick C. Fenton. Mr. Fenton was appointed Chief Technology Officer in January 2002 and became an
executive officer of the Compan)ll in April 2003. Mr. Fenton previously served as Vice President, Technology of
the Company from October 1998|and as Vice President, Research and Development of the Company from March
1997 until October 1998. Mr. Fen‘on previously served as Director, Research and Development for NovAtel’s GPS
business unit from February 1995 until March 1997 and was Chief Engineer for the GPS business unit from

November 1993 to February 1995. Mr. Fenton was appointed to the board of directors in March 2005.
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Farlin A. Halsey, Jr. Mr. Halsey was appointed Vice President, Marketing of the Company in July 2002. From
August 2000 to January 2002, Mr. Halsey served as Vice President of Marketing for JP Mobile, a mobile server
company. From August 1999 to August 2000, Mr. Halsey served as Director of Marketing-Personal Navigation with
Navigation Technologies Company, a provider of digital mapping databases. From March 1993 to August 1999,
Mr. Halsey served in various sales and marketing positions for Topcon America Company.

Anthony J. Murfin. Mr. Murfin was appointed Vice President, Business Development of the Company in April
2002. Mr. Murfin has also served as Director, Aviation Group of the Company from April 1998 until April 2002.
Mr. Murfin previously served as Director, Corporate Accounts of the Company from April 1995 to April 1998 and
as Director of Product and Marketing of the Company from April 1994 to April 1995. From January 1980 to April
1994, Mr. Murfin served in various capacities including Business Development Manager and Product Manager
(Flight Systems) in the Avionics Division of CMC Electronics. From September 1977 until January 1980,
Mr. Murfin was employed by CAE Electronics, a provider of advanced simulation technologies.

Graham C. Purves. Mr. Purves was appointed Vice President, Sales of the Company in January 2002. Mr. Purves
previously served as Vice President, Sales and Marketing of the Company from October 1998 to January 2002. Mr. Purves
assumed additional responsibility for product development in July 1999. Mr. Purves previously served as Director,
Custom Products Group for the Company from January 1998 until October 1998, and as Director, Business Operations
for the Company’s GPS business unit from September 1994 until Gctober 1998. From August 1988 to September 1990,
Mr. Purves served in various capacities at the Company including Manager, VLSI Design Group.

Curtis Anderson. Mr. Anderson was appointed Vice President, OEM Product Development in January 2005.
Mr. Anderson previously served as Director, OEM Engineering from February 2000 until January 2005. Since
joining NovAtel in 1994, Mr. Anderson served in a variety of product development roles, including Firmware
Engineer and Project Manager.

Michael McAloney. Mr. McAloney was appointed Vice President, Business Operations and Corporate Quality
in March, 2005. Mr. McAloney previously served as Director, Technical Services and Business Operations from
2002 to 2005 and Director Technical Services from 1998 to 2002. From 1995 to 1998, Mr. McAloney was Programs
Manager for NovAtel’s GPS business unit. Mr. McAloney is currently a Director of Canadian Manufacturers and
Exporters Alberta. Prior to joining NovAtel, Mr. McAloney was employed as Systems Engineer Manager at
Micronav Ltd., a provider of Microwave Landing Systems.

Robert J. Iverach. Mr. Iverach was appointed as a director of the Company in March 2005. From January
1994 to December 2004, Mr. Iverach was a Partner with Felesky Flynn LLP, a tax law firm in Calgary, Alberta.
From January 2005 to December 2005, Mr. Iverach was Counsel with that firm. He retired completely from Felesky
Flynn LLP on December 31, 2005. Mr. Iverach is presently the Chairman of Win Energy Corporation, Chairman
of RAMTelecom Inc, a director of Vacci-Test Corporation, and a Trustee of Big Eagle Services Trust.

Richard D. Orman. Mr. Orman has served as Vice Chairman of the board of directors of the Company since
March 1997 and as a director of the Company since January 1994. Mr. Orman currently serves as Chief Executive
of Nor Energy AS. From March 2003 to September 2005, he served as Executive Vice-Chairman of Exceed Energy
Inc. From June 1999 to April 2003, Mr. Orman served as Chairman and Chief Executive Officer of Hemisphere
International Inc. From March 1996 to October 1998, Mr. Orman was Chairman and Chief Executive Officer of
Kappa Energy Company Inc. and served as a director until January 2000. From May 1986 to December 1992,
Mr. Orman served as a member of the Alberta legislature and as Minister of Employment from May 1986 to
September 1988, Minister of Labour from September 1988 to April 1989 and Minister of Energy from April 1989
to December 1992. Mr. Orman is lead director for Daylight Energy, a company listed on the Toronto Stock Exchange.
Mr. Orman has also served as a director of a number of other public companies.

Joel A. Schleicher. Mr. Schleicher has served as a director of the Company since March 1997, Mr. Schleicher

currently. serves as Chairman and Chief Executive Officer for Integrated Solutions, Inc. From June 2000 to July
2002, Mr. Schleicher served as Chairman and Chief Executive Officer of Interpath Communications Inc. (prior to
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their acquisition of USinternetworking, Inc.) and continues to serve on its board. Mr. Schleicher served as Chairman
and Chief Executive Officer of Ex‘panets, Inc. from June 1998 to January 2000. Mr. Schieicher served as a business
consultant, advisor and investor \fzvith and to private equity firms from July 1997 to June 1998. From June 1996
to June 1997, Mr. Schleicher ser\JIed as President and Chief Executive Officer of ProCommunications, Inc. From
July 1995 to June 1996, Mr. SchEeicher was a private investor. From 1989 to July 1995, Mr. Schleicher served as
Chief Operating Officer of and alj board member for Nextel Communications, Inc. Mr. Schleicher also serves as
a Director of TechTronic Industries Co. Ltd.

Charles R. Trimble. Mr. Trimble has served as a director of the Company since January 2002. Mr. Trimble
currently serves as Chairman of the United States GPS Industry Council. Mr. Trimble also serves as a Director of
KVH Industries, Inc. Mr. Trlmble was one of the founders of Trimble Navigation Limited, a provider of GPS and
other positioning technologies and products, in 1978 and served as President, Chief Executive Officer and a director
of such company from 1981 to 1998

David E. Vaughn. Mr. Vaughn has served as a director of the Company since July 2001 and was elected
Chairman of the board of dlrectors in March 2004. Mr. Vaughn also served as President and Chief Executive Officer
of the Company from February 2001 to February 2002. Mr. Vaughn currently serves as President of Foursome
Technologies, a consulting firm. From January 1999 to December 2000, Mr. Vaughn served as Senior Vice President
and Chief Operations Officer w1th Magellan Corporation. Also with Magellan Corporation, Mr. Vaughn served as
Senior Vice President, Strategic | rBusmess Alliances from Auvgust 1998 to January 1999. From June 1991 to July
1998, Mr. Vaughn served with Trlmble Navigation Limited, a provider of GPS and other positioning technologies
and products, in a variety of posmons including Executive Vice President, Tracking and Communications Products
Division and, most recently, as Executive Vice President, Corporate Business Development.

r

There is no family relatio:nship between any of the directors and the executive officers. There are no
arrangements or understandings between any director or executive officer and any other person pursuant to which
any director and executive officer was selected.
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B. Compensation

Summary of Executive Compensation

The following table provides a summary of the compensation paid during each of the three most recently
completed fiscal years to each of the Chief Executive Officer and the four next most highly compensated executive
officers of the Company who are currently serving as executive officers of NovAtel and whose total salary and
other compensation during the fiscal year ended December 31, 2005 exceeded U.S. $100,000 (the “Named

Executive Officers™).
Long Term Compensation

Annual Compensation Awards Payouts
Securities
Under All
Restricted  Options/ Other
Other Annual Stock SARs LTIP Compen-
Name and Salary Bonus Compensation  Awards Granted Payouts  sation
Principal Position Year ® $ $ ® #) &) (€]
Jonathan W. Ladd .......... 2005 $ 299,369 $§ 242,500 $14,917(2) — 14,500 — —
CEO and President 2004 $ 294,595 § 329,754 $14,198(2) $ 71,500(3) — — —
2003 § 282,383 $ 176,148 $14,674(2) — 50,000 — $6,079(1)
Werner Gartner ............. 2005 $ 193,114 § 132,015 $ 9,656(2) — 7,000 — —
Executive Vice President 2004 $ 185,567 $ 161,992 § 9,266(2) $ 36,036(3) —_ — —
and CFO 2003 $ 177,902 $ 79,176 $ 9,129(2) — 15,000 — —
Patrick C. Fenton .......... 2005 $ 168,089 $ 110,090 $ 8,405(2) — 6,200 — —
Chief Technology Officer 2004 $§ 160,696 § 140,290 §$ 8,025(2) § 31,200(3) —_ — —
2003 $ 154,027 $ 68,551 $ 8,004(2) — 12,500 — —
Farlin A. Halsey ........... 2005 $ 162,989 § 101,024 $ 8,149(2) — 5000 — —
Vice President, Marketing 2004 $ 158,744 § 134,068 $ 7,930(2) $ 23,288(3) —_ — —
2003 $ 153524 8 62,100 $ 7,967(2) — 9,000 — —
Graham C. Purves ......... 2005 $ 160,721 $ 101,024 $ 7,911(2) — 5000 — —
Vice President, Sales 2004 $ 149432 $ 134,068 $ 7,371(2) $ 21,840(3) —_- — —
2003 $§ 143,759 § 72,800 $ 7,344(2) — 10,500 —
All directors and executive 2005 $1,265,600 $ 686,653 $49,038 — 43,855 — —
officers as a group 2004 $1,283,333 $1,034,240 $53,821 $205,219 — - —_
(ten in 2005, twelve 2003 $1,172,999 $ 517,900 $54,022 — 107,500 — $6,079

persons in 2004, and
twelve persons in 2003)

(1) Represents total relocation costs paid by the Company.

(2) Represents matching contributions made by the Company on behalf of each Named Executive Officer into their
respective Registered Retirement Savings Plans.

(3) Represents values for awards of phantom share units issued pursuant to the 2004 Employee Long-term Incentive
Plan. The value of the units are payable in cash subject to performance vesting conditions. Vesting will occur on
December 31, 2006 if the cumulative revenue and operating income for the three years ending December 31, 2006
exceeds certain pre-determined performance objectives. As of December 31, 2005, the following number and value
of the phantom stock units were held by each executive officer listed in the table: Ladd (5,730 units, U.S.$166,686);
Gartner (2,888 units, U.S. $84,012); Fenton (2,500 units, U.S. $72,725); Halsey (1,866 units, U.S. $54,282); and
Purves (1,750 units, U.S. $50,908). No dividends are paid on phantom share units. The plan will be liquidated and
amounts payable to the participants will be paid out in the event of a change of control of NovAtel based on the
months of completed service and the relative success in achieving the performance targets.
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\
Options Granted During the Year Ended December 31, 2005
|

The following table sets for the details of all options to purchase Common Shares that were granted to the
named Executive Officers during the fiscal year ended December 31, 2005.
% of

Total Options/
SARs Granted

Securities Under to Employees in Exercise or Grant Date
Options/SARs Financial Year Base Price Present Value
Dame Granted (#) (%) (U.S.$/Security) (US.$) ¥V Expiration Date
JonLadd, ................ ... 14,500 13.0% $19.61 $132,675 May 12, 2010
President and CEO
\Verner Gartner, .............. 7,000 6.3% $19.61 $ 64,050 May 12, 2010
Executive VP and CFO
Pat Fenton, ................... 6,200 5.5% $19.61 $ 56,730 May 12, 2010
Chief Technology Officer
Farlin Halsey ................. 5,000 4.5% $19.61 $ 45,750 May 12, 2010
VP, Marketing
Graham Purves, .............. 5,000 4.5% $19.61 $ 45,750 May 12, 2010
VP, Sales '

(1) Based on a Black- Scholes option pricing model. The same model is used to compute the compensation expense
related to stock options reported in the Company’s financial statements.

ptions Exercised During the Year Ended December 31, 2005

The following table sets fox"th details of: (i) options exercised, and the value thereof, by the Named Executive
Officers during the fiscal year er‘ld December 31, 2005, (ii) the number of unexercised options as at December 31,
2005 (exercisable and unexercisable) held by the Named Executive Officers and (iii) the value of unexercised

“‘in-the-money” options as at thre fiscal year ended December 31, 2005, (exercisable and unexercisable) held by

‘he Named Executive Officers. The closing price of the Company’s common shares on the last trading day of the

‘iscal year was U.S. $27.54 per share.
Value of Unexercised
In-the-Money Options at
Securities Aggregate Unexercised Options December 31, 2005
Acquired on  Value Realized December 31, 2005 (Exercisable/Unexercisable)
Name Exercise (US. $) (Exercisable/Unexercisable) US. $)
fonathan W. Ladd ............ . — — 20,000/47,000 $503,925/$935,035
CEO and President
Wermer Gartner .............. . 40,000 $660,414 61,250/18,250 $1,335,023/$340,023
Executive Vice President
& CFO _
Patrick C. Fenton ............ . 5,100 $134,929 70,025/14,950 $1,176,817/$270,453
Chief Technology Officer
Farlin A. Halsey ............. . —_— — 11,000/14,500 $270,965/$275,655
Vice President, Marketing
" Graham C. Purves ........... = 10,000 $226,918 21,923/12,125 $456,025/$172,423

Vice President, Sales

NovAtel’s Employee Stock Option Plan and Directors Stock Option Plan (collectively, the “Plans”) authorize
the grant of options to purchase Common Shares to employees or directors of NovAtel or employees of a related
company and non-employee di/rectors of NovAtel, respectively.

Each of the Plans may be administered by either NovAtel’s board of directors or by a committee established
by the board of directors. A committee established by the board of directors to administer the Employee Stock Option
Plan must include at least one director of the Company.
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The Employee Stock Option Plan provides for the granting of stock options (“Options”) to employees and to such
other persons that have or will provide some service to the Company or a related company. The purpose of the Employee
Stock Option Plan is to attract and retain the best available personnel for positions of substantial responsibility. The
Employee Stock Option Plan is administered by the Compensation Committee of the Board of Directors.

The price of the Company’s Common Shares subject to each Option (the “Option Price”) is set by the
Compensation Committee and shall not be less than 100% of the fair market value per Common Share. The
Compensation Committee set an Option Price of 115% of fair market for option grants made in May 2005. Options
granted under the Employee Stock Option Plan are exercisable at the times and on the terms established by the
Compensation Committee. The Compensation Committee may accelerate the exercisability of any Option. Options
may also be accelerated in the event the Company is liquidated or dissolved or if certain conditions are met with
respect to a change of control.

Vested Options terminate 90 days after an optionee’s termination for any reason other than death or disability.
Unvested Options terminate immediately upon the termination of an optionee’s employment or service to the
Company. Unless provided otherwise by the Compensation Committee, all Options granted, except incentive stock
options, shall expire ten years from the date of grant. The expiration date shall not be later than ten years from
the date of grant for incentive stock options. However, any Option granted to a greater than ten percent shareholder
of the Company shall not be exercised later than five years from the date of grant. The Compensation Committee
set an Option expiration date of five years from the date of grant for Options granted in May 2005. No incentive
stock options have been granted. The Option Price must be paid in full in cash or its equivalent at the time of exercise.
The Compensation Committee may also permit payment of the Option Price by the tender of previously acquired
Common Shares of the Company or such other mechanism approved by the Compensation Committee from time
to time.

The June 2005 amendments to the Employee Stock Option Plan also provide that the minimum exercise price
of stock options be no less than 100% of the fair market value on the date of grant, that neither the Board of Directors
nor the Compensation Committee be authorized to materially amend the Employee Stock Option Plan without
shareholder approval; and re-pricing of stock options (including the cancellation and exchange of options) not be
permitted without shareholder approval. In addition, the number of Common Shares available for future grant,
together with the number of Common Shares issuable upon exercise of outstanding options under the Employee
Stock Option Plan and the Directors Stock Option Plan, collectively, may not exceed 13% of the Common Shares
outstanding at any time.

The Directors Option Plan provides for the granting of stock options (“Directors Options”) to eligible non-
employee directors of the Company. The purpose of the Directors Option Plan is to attract and retain the best
available persons for positions on the Company’s Board of Directors. The Directors Option Plan is administered
by the Compensation Committee of the Board of Directors.

Under the amended Directors Option Plan, each non-employee director automatically will receive upon joining
the Board of Directors and on the date of each subsequent annual meeting at which he or she is a non-employee
director, a Directors Option to purchase such number of Common Shares as determined by dividing U.S. $40,000
by the fair market value of a Common Share on the date of the annual meeting in question. Any fractional share
will be rounded up to the next full share. For purposes of the Directors Option Plan, fair market value on any date
means the closing selling price for a Common Share on The NASDAQ Stock Market on that date.

For example, if the fair market value of a Common Share on the date of the annual meeting in question was
U.S. $25.00, then the non-employee director would receive a Directors Option to purchase 1,600 shares (i.e. U.S.
$40,000 divided by U.S. $25.000).

The exercise price of the shares subject to each Directors Option will be 100% of the fair market value of
the shares on the date of grant. Each Directors Option will become exercisable one year from the date of grant
of the Directors Option; provided however that if prior to such date the participant terminates his or her service
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on the Board of Directors on accou:nt of death or disability, then the Directors Option will become exercisable in
full on the date of such termmatlon of service. Each Directors Option will terminate five years from the date of
graat of the Directors Option. In addltlon each Directors Option provides that, until the non-employee director
resigns or does not stand for re- ele!ctlon, a non-employee director may only sell up to 50% of the shares received

upcn exercise of a Directors Option.

The June 2005 amendments to :the Directors Option Plan also provide that discretionary grants to non-employee
dir¢:ctors be replaced with annual n:on discretionary grants pursuant to the terms of the plan; that neither the Board
of Directors nor the Compensation ( Comnuttee be authorized to materially amend the Directors Option Plan without
shareholder approval; and that re- prlclng of stock options (including the cancellation and exchange of options) not
be sermitted without shareholder a‘pproval In addition, the number of Common Shares available for future grant,
togzther with the number of Common Shares issuable upon exercise of outstanding options under the Employee
Stcck Option Plan and the Directors Stock Option Plan, collectively, may not exceed 13% of the Common Shares

outstanding at any time, J

The vesting schedule for eack‘l option granted pursuant to the Plans is specified by the board of directors or
the committee, as the case may be, at the time of the grant. The vesting of outstanding options may be accelerated
by the board of directors or the cémmittee, as the case may be, at such times and in such amounts as the board
of directors or the committee, as the case may be, determines in its sole discretion. Options that have been
ourstanding for at least six months immediately vest upon a change of control and are fully exercisable for a specified
nunber of days depending on theJ nature of the event resulting in a change of control.

Options granted under the Pla‘ns are non-transferable. Vested options granted under each of the Plans terminate
on the earlier of: (i) the expiry of the option (as discussed above); (ii) the expiry of 90 days from the date that an
op iionee ceases to be employed Hy or a member of the board of directors of the Company, as the case may be,
for reasons other than death or di§ability; and (iii) the expiry of one year from the date of death of an optionee
or the date that an optionee ceases to be employed by or a member of the board of directors of the Company, as

the: case may be, by reason of disjability.

2004 Employee Long-term Inceptive Plan

In February 2005, the board of directors approved the 2004 Employee Long-term Incentive Plan (“LTI Plan”)
wlich authorizes the grant of phantom shares to management and employees of the Company. The board of directors
is ultimately responsible for the| LTI Plan and has designated overall responsibility for the LTI Plan to the
Compensation Committee. The number of phantom shares issued and outstanding as of December 31, 2005, was
approximately 43,000, which if p{ald out on December 31, 2005, would have had a value of $1.4 million.

All grants made under the Lle Plan will have a three-year term ending on December 31, 2006. Grants are
subject to performance vesting donditions Vesting will occur on December 31, 2006, if pre-set performance
ot jectives for revenue and operatmg income are satisfied. Payments with respect to each grant under the LTI Plan
w1l be made in cash, on or about March 31, 2007, subject to approval of the December 31, 2006 year end audited
financial results. The value of a phantom share at the time of payment will be based on a 20-day average of the
clsing price of NovAtel common shares.

|
|

The LTI Plan will be 11qu1dated and amounts payable to participants will be paid out in the event of a change
of control of NovAtel. The amount payable will be pro rated based on months of completed service within the LTI
Plan term and relative success in achieving the performance targets to the most recently completed quarter.

M.anagement Employment Con‘tracts

Jonathan W. Ladd, Werner (i'}artner and Patrick C. Fenton have employment-related contracts which provide
fcr, among other things, industry standard covenants in the Company’s favour, including non-competition covenants
fcr one year following termination. The contracts also provide that the Company can terminate an officer without

|
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cause upon which event the officer is entitled to one times his annual salary plus accelerated vesting of certain
options, depending on the agreement. [n addition, the contracts contain provisions relating to payments and
accelerated vesting of stock options upon a termination within a certain amount of time of a change of control of
the Company, with payments ranging from one and one-half to two times salary, depending on the contract.

Summary of Directors’ Compensation

Directors do not have service contracts with the Company. NovAtel compensates its directors who are not
employees of the Company a base amount of $20,000 per year. The Chairman of the Board receives an additional
$20,000 per year. Additional payments of $10,000 annually are paid to both the chairman and all members of the
Audit Committee. The chairman of the Audit Committee receives an additional $10,000. In addition, directors are
paid $1,000 for attendance at meetings of the board of directors, the Compensation Committee and the Audit
Committee, with an additional $200 per hour payable for attendance at all supplemental meetings.

The directors of the Company received an aggregate of 6,155 stock options of NovAtel as compensation for
their services in 2005 (nil in 2004 and 2003).

Directors’ and Officers’ Liability Insurance

The Company maintains a comprehensive directors’ and officers’ liability policy for events arising prior to
CMC Electronics acquiring majority control of the Company on April 17, 1998. This policy was originally
purchased for $42,000 for the policy period from December 1, 2000 to December 1, 2005 and extended to March 31,
2007. The policy covers limits of liability for each loss and for each policy period of $10 million with a $250,000
deductible for any claims.

CMC Electronics, our former majority shareholder, maintains a comprehensive directors’ and officers’ liability
policy for events arising subsequent to April 17, 1998 and prior to April 12, 2001. This policy was purchased for
the period April 1, 2001 to April 1, 2007. Directors and officers of the Company are covered by this policy which
covers limits of liability for each loss and for the policy period of $35 million with a $250,000 deductible for U.S.
securities related claims and $100,000 deductible for other claims.

Onex Corporatfon, which controls directly or indirectly, a majority of the common shares of CMC Electronics,
maintains a comprehensive directors’ and officers’ liability policy which applies to the Company’s directors and
officers for events arising subsequent to April 12, 2001 and prior to February 3, 2005. The Onex Corporation policy
is in place until November 29, 2006.

The Company maintains comprehensive directors’ and officers’ liability policies for events arising subsequent
to January 27, 2005. These policies, in place until April 30, 2007, cover limits of liability for each loss and for
each policy period of U.S. $10 million primary coverage with a U.S. $250,000 deductible for any claims and U.S.
$10 million excess coverage. The annual premium for these policies is U.S. $217,850.

Indebtedness of Directors and Executive Officers

No executive officers or directors of NovAtel, or any of their associates or affiliates, are or have been indebted
to NovAtel since the commencement of the last completed financial year of the Company, nor have any of the
foregoing been the subject of a guarantee, support agreement, letter of credit or other similar arrangement or
understanding provided by NovAtel or any of its subsidiaries since the commencement of the last completed
financial year.

C. Board Practices
All directors hold office until the next annual meeting of the Company’s shareholders, which has been in July

for the past several years, or until their respective successors are duly appointed by the Board of Directors or their
positions are earlier vacated by resignation or otherwise.
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Executive officers are appoint‘ed by the board of directors on an annual basis and serve until the next annual
me zting of the board of directors or until their respective successors are duly appointed or their positions are earlier
vacated by resignation or otherwise.

Committees of the Board of Diriectors
|
|
The Company has an Audit (Fommittee and a Compensation Committee.
Audit Committee

The Audit Committee assists tl‘le board of directors of the Company in fulfilling its responsibilities for oversight
anc. supervision of financial and accountmg matters. The Audit Committee responsibilities include the engagement

or lischarge of independent audlt?rs review with the independent auditors the plan and results of the auditing
engagement, review NovAtel’s 1nﬂernal auditing procedures, system of internal accounting controls and financial
management and to make i mqulnes into matters within the scope of this Committee’s functions. The members of

the Audit Committee are Richard D Orman, Joel A. Schileicher and Charles R. Trimble. The Board of Directors
has determined that all members of the Audit Committee are “independent directors” as determined in accordance
with applicable securities laws and rules of the National Association of Securities Dealers (NASD). The board of
dircctors and the Audit Commlttee‘ have adopted a written charter of the Audit Committee. The Audit Committee

. | .
reviews and assesses the adequacy of the charter on an annual basis.
|

Co npensation Committee

The function of the Compen‘satlon Committee is to ensure that the Company has a high caliber executive
management in place and a total co‘mpensation plan that is competitive, motivating and rewarding for participants.
Th> Compensation Committee reviews and makes recommendations to the board of directors of the Company

concerning the compensation of tl‘le key management employees of the Company and the administration of the
Plzns. The members of the Comper(mation Committee are Richard D. Orman, Robert Iverach and David E. Vaughn.
Th: Board of Directors has determined that each member of the Compensation Committee is an “independent

dir:ctor” as determined in accordance with applicable securities laws and NASD rules.
D. Employees

See “Item 4 — Information on the Company, Business Overview — Employees.”
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E. Share Ownership

The following table sets forth as of March 21, 2006, the ownership of the Company’s Common Shares by
each director and Named Executive Officer, listed in the compensation table above, and all directors and executive

officers as a group:
Shares Beneficially Owned

Name Shares Percent
Patrick C. Fenton (1) ..ot e e e e e 75,650 *
Werner Gartner (2) ouirit ittt et ittt et et 66,750 *
Farlin A. Halsey (3) o .oriiiiii i e e 10,000 *
Robert J. Iverach ... o e 5000 *
Jonathan W. Ladd (4) ... e 60,000 *
Richard D. Orman ........ooiiiiii e e e — —
Graham C. Purves (5) ..oviiiiii i i e e e i s 26,423 *
Joel A. Schleicher (6) ...oviiii i e e e i 5,250 *
Charles R. Trimble (7) ..ottt ettt e 7,000 *
David E. Vaughn ... ..o — —
All directors and executive officers as a group (ten persons) (8) .................. 256,073 3.0

*  Less than 1%.

(1) Represents vested stock options to purchase 75,650 Common Shares of the Company as of March 21, 2006.
(2) Includes vested stock options to purchase 48,750 Common Shares of the Company as of March 21, 2006.
{3) Represents vested stock options to purchase 10,000 Common Shares of the Company as of March 21, 2006.
(4) Includes vested stock options to purchase 40,000 Common Shares of the Company as of March 21, 2006.
(5) Represents vested stock options to purchase 26,423 Common Shares of the Company as of March 21, 2006.
(6) Represents vested stock options to purchase 5,250 Common Shares of the Company as of March 21, 2006.
(7) Represents vested stock options to purchase 7,000 Common Shares of the Company as of March 21, 2006.

(8) Includes vested stock options to purchase 213,073 Common Shares of the Company as of March 21, 2006.
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I'em 7. Major Shareholders and Related Party Transactions
A. Major Shareholders

The following table sets forth as of March 20, 2006 those persons known to the Company to be owners of
nwore than 5% of the Common Shares:
Shares Beneficially Owned

Shares Percent
FMR Corp. (1) .o.ovieeinnnnn, e 600,000 7.3%
Provident Investment Counsel (2) ... 569,859 6.8%
Essex Investment Management Co., LLC (3) .........ooviiiiiiiiiiiiininiiinn... 424,699 5.1%

(1) The address of FMR Corp. is 82 Devonshire Street, Boston, Massachusetts, USA, 02109.
Based on a Schedule 13 G/‘T“ filed on February 14, 2006. '
|
() The address of Provident Investment Counsel is 300 North Lake Avenue, Suite 1001, Pasadena, California,
USA, 91101-4106. ‘
Based on a Schedule 13 G filed on January 10, 2006.

(3) The address of Essex Investment Management Co., LLC is 125 High St., 29" Floor, Boston, Massachusetts,
USA, 02110.
Based on a Schedule 13G filed on February 9, 2006.

To the best of the Company s knowledge, as of April 3, 2006, U.S shareholders held approximately 5,586,000
of the Company’s outstanding common shares, or 66.3% of total common shares outstanding. This figure may not
be entirely accurate because the Company can obtain only limited information regarding the current holding of the
C'ompany’s shares in the United States. As of April 3, 2006, there were 21 registered shareholders of NovAtel, of

v'hich 19 have addresses within|the United States.
B. Related Party Transactions

See “Item 5 — Operating and Financial Review and Prospects, Operating Results — Related Party

Transactions” and “Item 4 — Inf‘brmation on the Company, Business Overview — Strategic Partnerships — CMC
Electronics” and “— Certain Contractual Rights.”

C. Interests of Experts and Counsel
Not applicable.

Item 8. Financial Information

A. Consolidated Statements and Other Financial Information
Consolidated Financial Statements
See Item 18 “Financial Statements” for a full list of financial statements included as part of this Annual Report.

I.egal Proceedings

See “Item 4 — Information on the Company, Business Overview — Legal Proceedings.”
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Dividend Policy

The Company has not declared or paid any dividends on the Common Shares to date. The payment of dividends
in the future will be dependent on the earnings and financial condition of the Company and on such other factors
as the board of directors of NovAtel considers appropriate.

B. Significant Changes

Not applicable.
Item 9. The Offer and Listing

A. Offer and Listing Details

The Company’s Common Shares have been listed on The Nasdaq Stock Market since February 7, 1997. The
following are the price ranges as reported by The Nasdaq Stock Market for the periods indicated.

US. $
__High _ Low
Annual
2005 e $48.450 $14.318
2004 $50.350 $ 8.070
2003 L e $11.080 $ 1.900
2002 o $ 5.200 $ 1.760
2000 o $ 3.050 $ 1.250
Quarterly
Q42005 ... : $31.760 $21.690
Q3-2005 .. i e $37.150 $22.910
Q2-2005 .. it $29.190 $14.318
Q1 —2005 .. $48.450 $16.260
Q4 -2004 ..o $50.350 $11.390
Q3-2004 .. it e $14.990 $ 8.540
Q22004 . i $15.470 $ 9.500
Q1 =2004 ... $18.900 $ 8.070
Monthly
April 2006 ... $37.290 $34.250
March 2006 ....ovviiiii e $37.610 $31.810
February 2006 .......covvviiiiiieiinnnaens $35.450 $30.510
January 2006 ........oiiiiiiiiiiiiin $35.140 $26.910
December 2005 ...t $30.870 $26.660
November 2005 ... .viiiiiiiiiiiinininnns $31.760 $27.560
October 2005 ..ot $29.400 $21.690

B. Plan of Distribution

Not applicable.

C. Markets

In February 1997, the Company’s Common Shares commenced trading in the United States on the Nasdaq
National Market tier of The Nasdaq Stock Market under the symbol “NGPSFE.” The Common Shares are not listed

on any other non-United States trading market. On March 15, 1999, the Company’s symbol was changed to “NGPS.”

Prior to February 4, 1997, the Company’s Common Shares were not listed on any trading market.
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D. Selling Shareholders
Not applicable.
E. Dilution
Not applicable.
F. Expenses of the Issue
Not applicable.

Item 10. Additional Information
A. Share Capital
Not applicable.

B. Articles of Incorporation

The Company is registered u:nder the Canada Business Corporations Act (“CBCA” or the “Act”) as corporation
nimber 076226-1 and has the capacity and, subject to the provisions of the Act, the rights, powers and privileges

oi a natural person.
Powers of Directors

Subject to any unanimous shareholder agreement, the directors shall manage or supervise the management
of the business and affairs of the Company and may exercise all such powers and do all such acts and things as
may be exercised or done by theiCompany and are not by the Act, the articles, the by-laws, any special resolution
of the Company, a unanimous shareholder agreement or by statute expressly directed or required to be done in some
other manner. Notwithstanding any vacancy among the directors, the remaining directors may exercise all the

powers of the board so long as %1 quorum of the board remains in office.
J

The Act requires every direcitor or officer who is a party to a material contract or a material transaction, whether
riade or proposed with the Company, or who is a director or officer of or has a material interest in any person who
is a party to a material contract br a material transaction, whether made or proposed contract with the Company
t disclose in writing to the Company or request to have entered in the minutes of meetings of directors or meetings
¢f committees of directors the | nature and extent of his or her interest, and shall, except in ‘certain limited
circumstances, refrain from voting in respect of the material contract or material transaction. The articles and by-
laws do not require an indepengent quorum to enable the directors to vote compensation to themselves or any
riember of their body. The Act ?lso provides that the shareholders of the Company may examine the portion of

eny minutes of meetings of directors or such other documents that contain such disclosures of interest.

Unless the articles or by-laws of or a unanimous shareholder agreement relating to the Company otherwise
provide, the directors of the Company may, without authorization of the shareholders, (a) borrow money on the
credit of the Company, (b) issue, reissue, sell, pledge or hypothecate debt obligations of the Company, (c) to the
extent permitted by the CBCA, éive a guarantee on behalf of the Company to secure performance of an obligation
by any person, and (d) mortgage:, hypothecate, pledge or otherwise create a security interest in all or any property
of the Company, owned or subsequently acquired, to secure any obligation of the Company. The Company does

not have a unanimous shareholdér agreement and the Company’s articles and by-laws do not limit the above powers.

Directors of the Company |are not required to own shares of the Company in order to qualify as a director
ind the directors are not required to retire upon reaching a specified age.
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Description of Securities

The Company is authorized to issue an unlimited number of Common Shares and an unlimited number of First
Preference Shares.

Holders of Common Shares are entitled to receive notice of and to attend all meetings of the shareholders of
the Company, except meetings at which holders of another specified class of shares are exclusively entitled to vote,
and are entitled to one vote for each Common Share held on all votes taken at such meetings. The holders of Common
Shares are entitled to receive such dividends as the directors may in their discretion declare, regardless of whether
dividends are declared on any other class of shares. Upon liquidation, dissolution or wind-up of the Company, the
holders of Common Shares are entitled to receive any remaining property after payment of any amount required
to redeem or retract the issued and outstanding First Preference Shares.

The First Preference Shares may be issued in one or more series with each series to consist of such number
of shares as may, before the issue of the series, be fixed by the directors of the Company. The directors are authorized,
before the issue of the series, to determine the designation, rights, privileges, restrictions and conditions attaching
to the First Preference Shares of each series.

The First Preference Shares of each series rank equally with respect to the payment of dividends and the
distribution of assets or return of capital in the event of liquidation, dissolution or winding-up and in priority to
the Common Shares and any other shares of the Company ranking junior to the First Preference Shares. In addition,
if any amount of cumulative dividend or declared non-cumulative dividend or an amount payable on return of capital
in respect of shares of a series of First Preference Shares is not paid in full, the shares of the series are entitled
to participate rateably with the shares of any other series of the same class in respect of such amounts.

In accordance with the provisions of the CBCA, the amendment of certain rights attaching to a class of shares,
including Common Shares, requires the approval of not less than two-thirds of the votes cast by the holders of such
shares voting at a special meeting of such holders. Pursuant to the Company’s By-laws, a quorum for a meeting
of the holders of Common Shares occurs when persons not being less than two in number and holding or representing
by proxy not less than 3314% of the issued and outstanding Common Shares entitled to vote at such meetings are
present, unless a higher number is designated by the Board. In circumstances where the rights of Commons Shares
may be amended, to add, change or remove any provisions restricting or constraining the issue, transfer or ownership
of Common Shares, holders of Common Shares have the right under the CBCA to dissent from such amendment
and require the Company to pay them the then fair value of the Common Shares.

Shareholder Meetings

There are two types of shareholder meetings: regular annual meetings and special meetings. Pursuant to the
CBCA, the annual shareholder meeting shall be held not later than fifteen months after the holding of the last
preceding annual meeting but no later than six months after the end of preceding financial year, unless an order
extending the time for calling the annual meeting is obtained. The Directors may at any time call a special meeting
of shareholders.

A notice stating the day, hour and place of meeting and, if special business is to be transacted details of the
nature of the business, must be served by sending such notice to each person who is entitled to notice of such meeting
and who on the record date for notice appears on the records of the Company or the Company’s transfer agent as
a shareholder entitled to vote at the meeting and to each director of the Company and to the auditor of the Company
by prepaid mail not less than 21 days and not more than 60 days before the meeting unless such requirement is
otherwise waived. The Company must fix a record date in advance of the meeting for the purpose of determining
shareholders entitled to notice of the meeting. Only shareholders of record on such date will be entitled to notice
of the meeting.

Votes at meetings of shareholders may be given either personally or by proxy. Every shareholder, including
a shareholder that is a body corporate, entitled to vote at a meeting of shareholders may by means of a proxy appoint
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a proxyholder or one or more alternate proxyholders, who need not be shareholders, as his nominee to attend and
ac: at the meeting in the manner,| to the extent and with the authority conferred by the proxy.

C. Material Contracts

Except for contracts entered|into in the ordinary course of business, the only material contract entered into
by NovAtel in the two years immediately preceding the date of this Annual Report which can reasonably be regarded
as presently material is the following:

(1) Change of Control Agreement dated April 5, 2004 among NovAtel, Leica Geosystems and CMC
Electronics, as more partxcularly described under “Item 4 — Information on the Company, Business
Overview — Certain Contractual Rights.”

D. Exchange Controls

Investment Canada Act

Canada has no system of ex‘change controls. There is no law, government decree or regulation in Canada

re;tricting the export or import of capital or affecting the remittance of dividends, interest or other payments to

a 1on-resident holder of Commor}x Shares, other than withholding tax requirements. See “Item 10 — Additional

Information, Taxation.”

There is no limitation imposed by Canadian law or by the articles or other charter documents of the Company
or the right of a non-resident to hold or vote Common Shares or Preferred Shares of the Company with voting

rigthts (collectively, “Voting Share} ), other than as provided in the Investment Canada Act (the “Investment Act™),

as amended by the World Trade Qrganlzatlon Agreement Implementation Act (the “WTOA Act”). The Investment
Act generally prohibits implementation of a reviewable investment by an individual, government or agency thereof,

ccrporation, partnership, trust or joint venture that is not a “Canadian,” as defined in the Investment Act (a “non-
Cimadian™), unless, after review,

is likely to be of net benefit to Carlada. An investment in Voting Shares of the Company by a non-Canadian (other

thin a “WTO Investor,” as deﬁnefi below) would be reviewable under the Investment Act if it was an investment
to acquire control of the Comparly and the Company was not, immediately prior to the implementation of the
investment, controlled by a WTO‘Investor and the value of the assets of the Company were $5.0 million or more.

A1 investment in Voting Shares of the Company by a WTO Investor would be reviewable under the Investment
Act if it was an investment to acq‘ulre direct control of the Company, and the value of the assets of the Company
ecualed or exceeded $223 rmlhon for the year 2003 and $237 million, the expected threshold, for the year 2004.
A non-Canadian, whether a WTO Investor or otherwise, would acquire control of the Company for purposes of
th: Investment Act if he or she ac‘qurred a majority of the Voting Shares of the Company. The acquisition of less

than a majority, but at least one- th‘lrd of the Voting Shares of the Company, would be presumed to be an acquisition

of control of the Company, unless ‘1t could be established that the Company was not controlled in fact by the acquirer
th-ough the ownership of Voting Shares. In general, an individual is a WTO Investor if he or she is a “national”
of a country (other than Canada)|that is a member of the World Trade Organization (“WTO Member”) or has a
rigrht of permanent residence in a) WTO Member other than Canada. A corporation or other entity will be a WTO
investor if it is a “WTO 1nvestor-controlled entity” pursuant to detailed rules set out in the Investment Act. The

United States is a WTO Member

Certain transactions involving Voting Shares of the Company would be exempt from the Investment Act,
in ,luding' (a) an acquisition of Voting Shares of the Company if the acquisition was made in connection with the
person’s business as a trader or dealer in securities; (b) an acquisition of control of the Company in connection
w th the realization of a security imterest granted for a loan or other financial assistance and not for any purpose
related to the provisions of the In‘vestment Act; and (c) an acquisition of control of the Company by reason of an
arialgamation, merger, consolidation or corporate reorganization, following which the ultimate direct or indirect

ccntrol in fact of the Company, through the ownership of voting interests, remains unchanged.
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E. Taxation

The following is a summary of the principal Canadian federal income tax considerations generally applicable
to a holder of Shares who is neither resident nor deemed to be resident in Canada, who does not use or hold and
is not deemed to use or hold their Shares in carrying on a business in Canada and whose Shares do not otherwise
constitute “taxable Canadian property” for purposes of the Tax Act (a “U.S. Holder”). Shares of a holder will
generally not constitute “taxable Canadian property unless (a) at any time within the sixty (60) months immediately
preceding the disposition of Shares by such holder, such holder, persons not dealing at arm’s length with such holder,
or any combination thereof, owned (or had options to acquire) 25% or more of the issued shares of any class or
series of the capital stock of the Company or a predecessor, (b) a holder, upon ceasing to be a Canadian resident,
elected under the Tax Act to have the Shares deemed to be taxable Canadian property, or (c) the Shares were acquired
in circumstances under which they are deemed to be taxable Canadian property. The Tax Act contains provisions
relevant to a non-resident insurer for whom any Securities are “designated insurance property” which this summary
does not take into account. This summary is not exhaustive of all potential Canadian income tax consequences to
a U.S. Holder of acquiring, holding or disposing of Common Shares.

This summary takes into account the current provisions of Tax Act, the regulations thereunder, all specific
proposals to amend the Tax Act publicly announced prior to the date of this Annual Report, and the current published
administrative practices and policies of the Canada Revenue Agency. It assumes that all proposals to amend the
Tax Act will be enacted in their present form and otherwise does not take into account or anticipate changes in
the law, whether by way of judicial decision or legislative action nor does it take into account provincial, territorial
or foreign tax legislation or considerations.

A U.S. Holder will not be subject to tax under the Tax Act on any gain realized in respect of the disposition
or deemed disposition of Common Shares to a person other than the Company. A disposition of the Shares to the
Company may give rise to a deemed dividend that would be subject to Canadian withholding tax. Generally,
dividends paid or credited, or deemed to be paid or credited by the Company are subject to Canadian withholding
tax at the rate of 15% (reduced from 25% by the Convention) for U.S. Holders who beneficially own the dividends.
The Company assumes responsibility for the withholding of tax on dividends to a U.S. Holder at the source.

F. Dividends and Paying Agents

Not applicable.

G. Statement by Experts

Not applicable.

H. Documents on Display

Documents concerning the Company referred to in this Annual Report may be inspected at its headquarters
at 1120-68™ Avenue N.E., Calgary, Alberta, T2E 8S5, CANADA. The Company provides access to its Quarterly
Reports filed on Form 6-K and Annual Report on Form 20-F on its website free of charge, as soon as reasonably
practicable after those reports are electronically filed. The Company’s Code of Ethics and Business Conduct is
posted on its website at www.novatel.ca.

The Company’s SEC filings and the exhibits thereto, are available for inspection and copying at the public
reference facilities maintained by the SEC, 100 F Street N.E., Washington, D.C., 20549. Copies of these filings
may be obtained from these offices after the payment of prescribed fees. Please call the SEC at 1-800-SEC-0330
for further information on the public reference rooms.

As a foreign private issuer, the Company is exempt from the proxy rules under the Securities Exchange Act

of 1934, as amended, prescribing the furnishing and content of proxy statements to shareholders. As the Company
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|

\
is ¢ foreign private issuer, the Company’s directors and officers are also exempt from the shortswing profit recovery
anc| disclosure regime of Section 16 of the Exchange Act.

I. Subsidiary Information

Not applicable.

Item 11. Quantitive and Qualitative Disclosures about Market Risk
|
|

|
See “Item 5 — Operating and‘ Financial Review and Prospects, Operating Results — Financial Instruments.”
Th: Company is not subject to significant interest rate risk due to the short-term maturities of the Company’s

ouistanding loans and short-term investments.

Item 12. Description of Securities other than Equity Securities
Not applicable.

PART II

Item 13. Defaults, Dividend Arrearages and Delinquencies
Not applicable.

Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds
Not applicable.

Item 15. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. The Company’s Chief Executive Officer and Chief
Firancial Officer, after evaluatingl the effectiveness of the Company’s “disclosure controls and procedures™ (as
detined in the Securities Exchange}Act of 1934, Rules 13a-15(e) and 15d-15(e)) as of the end of the period covered

by this Annual Report, have concluded that the Company’s disclosure controls and procedures were effective.
Changes in Internal Controls| There were no changes in the Company’s internal controls over financial reporting

identified in connection with the evaluation above during the period covered by this Annual Report that has materially

aff:cted, or is reasonably likely to materially affect, the Company’s internal controls over financial reporting.

Item 16A. Audit Committee Financial Expert

The Company’s board of directors has determined that Joel A. Schleicher is the Company’s audit committee
financial expert as defined by the rules of the SEC. Mr. Schleicher is “independent” as defined by the NASD rules.

Item 16B. Code of Ethics

The Company has adopted a C“ode of Ethics and Business Conduct that applies to its principal executive officer,

principal financial officer and all other officers, employees and directors of the Company. A copy of the Company’s
Ccde of Ethics and Business Conduct can be found on the Company’s website at www. novatel.ca. There were
no amendments to, or waivers granted under, the Code of Ethics and Business Conduct during the year ended

December 31, 2005.
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Item 16C. Principal Accountant Fees and Services

The following table sets forth the aggregate fees billed to the Company for the years ended December 31,
2005 and December 31, 2004:

Fees 2005 2004
AUdit Fees (1) ..ot e e e e e $306,058 $361,095
Audit-Related Fees (2) ..ottt e s 36,570 —
TaX FeeS (3) ottt e e e e e 91,242 34,012
O her Fees (4) ..ot i e e e e e — —
TOtal FEeS . oottt i e $433,870 $395,107

(1) Audit Fees “consist of fees billed for professional services rendered in connection with the audit of the
Company’s consolidated annual financial statements, review of the Company’s quarterly financial statements
and the quarterly and annual regulatory filings thereon. In 2004, includes $159,530 related to a proposed
Canadian public offering of the Company’s shares in May 2004.

(2) “Audit-Related Fees” consist of fees for professional services rendered in connection with financial accounting
and reporting consultations.

(3) “Tax Fees” consist of fees billed for professional services rendered for tax compliance and tax advice. These services
include preparation of the Company’s income tax returns, employee-related tax issues and excise tax matters.

(4) “Other Fees” consist of fees for products and services other than the services reported above.

Effective February 13, 2003, the Audit Committee requires pre-approval of all audit and permissible non-audit
services (including the fees and terms thereof) to be performed for the Company by its independent registered
chartered accountants, subject to the de-minimus exception for non-audit services described in Section 10A(i)(1)(B)
of the Securities Exchange act of 1934.

The Audit Committee reviews all non-audit related services provided by the independent registered chartered
accountants to the Company, at each quarterly meeting. In 2005, the Audit Committee approved 100% of the non-
audit related services provided in 2005.

Item 16D. Exemptions from the Listing Standards for Audit Committees

Not applicable.

Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchases

The Company did not purchase any of its equity securities in 2004.

Item 17. Financial Statements
Not applicable.

Item 18. Financial Statements

See Item 19 below for Financial Statements filed as a part of this Annual Report.
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Itein 19. Financial Statements and Exhibits

(a) Financial Statements
1.

Nk wn

Report of Independ«,nt Registered Chartered Accountants
Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Shareholders’ Equity
Consolidated Staterrnents of Cash Flows

Notes to Consolidated Financial Statements

Financial Statement}‘ Schedules

|

(b) Exhibits

Exibit
Nuinber

31
3.2
4.1
10.1
10.2
10.3

104
10.5

10.6
10.7

10.8
10.9

20.10
2011
~0.12
*0.13

:0.14
21.1
23.1
311
312
32.1
32.2

\ Exhibit

Restated Articles of Incorporatlon of Registrant. (1)

Restated Bylaws of Registrant @)

Form of Common Sto‘ck Certificate. (1)

Directors Stock Option Plan.

Employee Stock Opticj;n Plan with form of stock option agreement.

Form of Indemnification Agreement to be entered into between Registrant and certain directors
and officers. (1) }

Employment Agreement dated July 1, 1997 between NovAtel Inc. and Werner Gartner. (3)
Lease Agreement (Building) dated January 29, 1999 between Christian Schumacher and
NovAtel Inc. (2) |

Agreement made effectlve July 20, 1999 between NovAtel Inc. and Sokkia Co., Ltd. (4)
License Agreement made effective August 1, 1999 between NovAtel Inc., Sokkia Co., Ltd.

and Point, Inc. (4) ‘

Operating Loan Credit Facility Letter from HSBC Bank Canada made effective

November 6, 2000. (5‘)

Amendment made effective January 26, 2001 to Operating Loan Credit Facility Letter from
HSBC Bank Canada. }(5)

Employment Agreement dated April 5, 2004 between NovAtel Inc. and Jonathan W. Ladd. (7)
Operating Line of Cred1t Facility Letter from The Toronto Dominion Bank dated June 5, 2002. (6)
Employment Agreement dated November 20, 1996 between NovAtel Inc. and Patrick C. Fenton. (7)
Change of Control A?Lreement dated April 5, 2004 between NovAtel Inc and Leica Geosystems
AG., CMC Electromcs Inc., and Oncap L.P. (7)

2004 Employee Long term Incentive Plan. (8)

List of Subsidiaries.

Consent of Deloitte & Touche LLP, Independent Registered Chartered Accountants.

Section 302 Certlﬁcauon of Chief Executive Officer.

Section 302 Certlﬁcat‘lon of Chief Financial Officer.

Section 906 Certiﬁcat‘ion of Chief Executive Officer.

Section 906 Certification of Chief Financial Officer.

|

(1) Incorporated by reference to Régistrant’s registration statement on Form F-1 (Registration Statement No. 333-6088).

(2) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 1998,

(3) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 1997.

(4) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 1999.
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(5) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 2000.
(6) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 2002.
(7) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 2003.
(8) Incorporated by reference to Registrant’s annual report on Form 20-F for the year ended December 31, 2004.

*  Certain portions of this agreement have been omitted and filed separately with the Securities and Exchange
Commission. Confidential treatment has been granted with respect to the omitted portions.

Copies of the Company’s SEC filings and the above exhibits are available for inspection and copying at the public
reference facilities maintained by the SEC, 100 F Street N.E., Washington, D.C., 20549 or through the SEC’s website
at www.sec.gov. You may also request copies of the above exhibits by contacting our investor relations department
by telephone (403-295-4532) or by e-mail (ir@novatel.com).
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SIGNATURES

The Registrant hereby certifies that it meets all of the requirements for filing on Form 20-F/A and that it has
duly caused and authorized the undersigned to sign this annual report on its behalf.

NOVATEL INC.

By: s/ Jonathan W. T.add
Jonathan W. Ladd
President and Chief Executive Officer

Date: May 24, 2006

79




(this page has been intentionally left blank)




NOVATEL INC.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Minagement’s REPOTT . .....oiuu et i e F-2
Reports of Independent Registered Chartered Accountants .............covveiiiiiiiiineinnen.. ) F-3
Ccnsolidated Balance Sheets ... ...t i i e e F-4
Ccnsolidated Statements of OPerations .............cooviiiiiiiiiiii i, F-5
Ccnsolidated Statements of Share‘]holders’ EQUity «oovinieiii i e s F-6
Ccnsolidated Statements of Cash |Flows ............ EREE L L LR T PP E PR PERVREFPERRERPRERY | F-7
Nctes to Consolidated Financial Statements .............oiiiiiiiiiiiiiiniiniiiniiniraneen. F-8




MANAGEMENT’S REPORT

Management is responsible to the Board of Directors for the preparation of the Company’s consolidated
financial statements, These statements have been prepared in accordance with generally accepted accounting
principles in Canada and necessarily include certain amounts based on estimates and judgments. Management has
determined such amounts on a reasonable basis to ensure that the consolidated financial statements are presented
fairly, in all material respects. Financial information presented elsewhere in this Annual Report is consistent with
that in the consolidated financial statements.

The Company maintains a system of internal controls which provides management with reasonable assurance
that assets are safeguarded and that reliable financial records are maintained.

The external auditors, Deloitte & Touche LLP, have been appointed by the shareholders to express an opinion
as to whether these-consolidated financial statements present fairly the Company’s consolidated financial position
and operating results in accordance with generally accepted accounting principles in Canada. Their report follows.

The Board of Directors has reviewed and approved these consolidated financial statements. To assist the Board
in meeting its responsibility, it has appointed an Audit Committee, all of whose members are outside directors. The
committee meets periodically with management and the external auditors to review internal controls, audit results
and accounting principles and practices. The external auditors have full and free access to the Audit Committee.

/s/ Jonathan W. Ladd /s/ Werner Gartner
Jonathan W, Ladd Werner Gartner
President and Chief Executive Officer Executive Vice President and Chief Financial Officer

February 9, 2006
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REPORT OF INDEFENDENT REGISTERED CHARTERED ACCOUNTANTS

\
To the Board of Directors and Shareholders of NovAtel Inc.,

‘We have audited the consolidﬁlted balance sheets of NovAtel Inc. as at December 31, 2005 and 2004, and the
corsolidated statements of operations, shareholders’ equity and cash flows for each of the years in the three year
per od ended December 31, 2003. These financial statements are the responsibility of the Company’s management.

Ou: responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and the standards
of 1he Public Company Accountmg Oversight Board (United States). Those standards require that we plan and
perform an audit to obtain reasonat‘)Ie assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
stalements. An audit also includesj assessing the accounting principles used and significant estimates made by
maiagement, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a re:asonable basis for our opinion‘.

In our opinion, these consoliLated financial statements present fairly, in all material respects, the financial
position of NovAtel Inc. as at December 31, 2005 and 2004 and the results of its operations and its cash flows for
each of the years in the three year penod ended December 31, 2005 in accordance with Canadian generally accepted

accounting principles. ‘

The Company is not required to‘ have, nor were we engaged to perform, an audit of its internal control over financial
reporting. Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in thel circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company’s internal control ﬂver financial reporting. Accordingly we express no such opinion.

\
(signed) “Deloitte & Touche LLP”

De oitte & Touche LLP
Independent Registered Chartered| Accountants
Ca gary, Alberta, Canada
Febiruary 9, 2006

COMMENTS BY INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS
FOR U.S. READERS ON CANADA-U.S. REPORTING DIFFERENCES

The standards of the Public Company Accounting Oversight Board (United States) require the addition of an
explanatory paragraph (following the opinion paragraph) when there are changes in accounting principles that have
am aterial effect on the comparability of the Company’s financial statements or changes that have been implemented
in the financial statements such as|those described in Note 2 to the consolidated financial statements. QOur report
to the board of directors and shareholders on the consolidated financial statements of NovAtel Inc., dated February 9,
2006, is expressed in accordance wi;th Canadian reporting standards which do not require a reference to such changes
in «ccounting principles in the auditors’ report when the change is properly accounted for and adequately disclosed

in vhe financial statements.
(signed) “Deloitte & Touche [LLP”

Deoitte & Touche LLP
Incependent Registered Chartered; Accountants
Ca gary, Alberta, Canada
February 9, 2006
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NOVATEL INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, Canadian dollars)

December 31,

2005 2004 -
ASSETS
Current assets:
Cash and cash equivalents (Note 8) (includes $nil compensating balances at
December 31, 2005 and $1,000 at December 31, 2004) ...............c...... $ 2,721 $ 8,949
Short-term investments (Note 8) (includes compensating balances of $4,158 at
December 31, 2005 and $3,158 at December 31, 2004) ..................... 32,363 14,410
Accounts receivable (Notes 3 and 12) ...t ieaaes 10,694 9,413
Related party receivables (INote 16) ... ..o vriiriiiiiii e 1,331 1,591
Related party notes receivable (Note 16) ...ttt 1,552 1,614
Inventories (NOte 4) .. ...ttt i e e ittt e reeeeans 5,436 5,191
Prepaid expenses and deposits ..........o.coviiiiiiiiiaa.. PR e 599 268
Future income tax asset — current portion (Note 15) ..............ccoeieiin. 2,370 1,286
TOtal CUITENT ASSETS o .\t ttit ettt te e et et et e ettt a e e ieaananns 57,066 42,722
Capital assets (NOE 5) ..ottt e e 3,095 3,447
Intangible assets (Notes 6 and Q) ........ooiiiiiiiiii i e 4,722 2,515
GOOAWILL (INOLE 20) ..\ttt e et e 1,494 —
Deferred development costs (NOtE 7) ..ovviniiniiiii i 1,657 2,359
Future income tax asset — long term portion (Note 15) ...............ciiienn 3,221 1,903
TOtal ASSEES ottt ittt ettt e e $71,255 $52,946
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued liabilities ..............cooiiiiiiiiiiiii i $ 9,784 $ 9,148
Related party payables (NOte 16) ....cooiriiieii e ie e e 15 345
Notes payable (INOte 17) .ottt e et e eens 1,552 1,614
Deferred revenue and customer deposits ..........coiiiiiiiiiiiiii i 752 755
Provision for future warranty CoSts ............ooiiiiiiiiiiiii i 693 538
Total current Habilities ..........ooiiviiiri i i . 12,796 12,400
Deferred gain on sale/leaseback of capital assets (Note 5) .............ccooevnnen. 342 453
Total lHabilities .. ....iu ittt et et 13,138 ¢ 12,853

Commitments, contingencies and guarantees (Note 9)

Shareholders’ equity (Note 11):
Capital StOCK ... e e 39,667 38,870
(Common shares issued and outstanding: 8,365 at December 31, 2005 and
8,260 at December 31, 2004)

Contributed SUIPIIS ... .v\it e e e i e 953 442
Retained €arnings ..........ooceitiiiiiiiii i e 17,497 781
Total shareholders’ eqUity ..........coovuiiiiiiiiii i 58,117 40,093
Total liabilities and shareholders’ equity ...............ccoiiiiiiiieinnnnns $71,255 $52,946

The accompanying notes are an integral part of these consolidated financial statements.
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NOVATEL INC.

|
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data, Canadian dollars)

Year Ended December 31
2005 2004 2003
Rerenues (Notes 12 and 16)
Product sales .....oieeiii e e $59,306 $48,802 $32,138
0 2 S T 3,989 5,130 6,546
Total LEVENUES .ot e it e e e 63,295 53,932 38,684
Cost of sales (NOte 16) ....ooiiilii it ie e
(Cost of product sales .........0 ... i 22,323 19,586 14,805
Cost of NRE fees oo s 2,313 2,917 3,565
Total cost of sales .........0 ..o 24,636 22,503 18,370
Gross profit ......ooovvn 38,659 31,429 20,314
Opezrating expenses:
Research and development ...............coiiiiiiiiiiiiiiiii 10,882 9,588 7,123
belling and marketing ........ 0. .o 6,387 5,751 5,269
{3eneral and administration ...0..........cooiiiiiiiiiiiiii i 7,082 5,312 4,280
loreign exchange loss ........1.........coo e 255 595 527
share offering costs (Note 13) |......ooiiiiiiiiiiiii e, — 754 —
Total operating eXPEenSes ...l.....ciuueinrierntiunernieieieinnenns 24,606 22,000 17,199
Orerating iNCOME .......vvvren bt e 14,053 9,429 3,115
Intarest iNCOME, ML . v v e e e inne 787 313 174
Other expense (NOte 14) ..ol i e eene (72) (67) (137)
Beaefit of investment tax credits .......ovvrivrirr it 1,592 4,356 —
Income from continuing operatior‘ls before income taxes .............. 16,360 14,031 3,152
Income taxes (Note 15)
fiurrent provision ............. LR L LR R P ETRLEEMRPRPRRERPPRRRLES 2,046 2,328 52
Suture income tax expense (benefit) .............o i (2,402) (1,091) —
'Total income tax expense (bene‘,ﬁt) ................................. (356) 1,237 52
Net income from continuing oper‘ations ............................... 16,716 12,794 3,100
Income from discontinued operati‘ons (Note 18) ....oovviiiiiin.t. — 21 360
Net income ..................... e $16,716  $12,815 $ 3,460
Net income per share (basic) (No‘te 11)
‘ontinuing operations ........ PRI $ 201 $ 1.59 $ 040
Jiscontinued operations ...... e — — 0.05
Net income per share (basic) ...........ccoviiiiiiiiiiiiiiinnn, $ 2.01 $ 139 $ 045
Weighted average shares outsta‘nding (basic) (Note 11) ............. 8,298 8,063 7,723
Net income per share (diluted) (1\‘Iote 11)
Zontinuing OPerations ........|..eeeereererneeeunrereuireeennneaes $ 191 $ 151 $ 0.39
Discontinued Operations ......|.....covveeeiiiiiiiiiiiii i — — 0.04
Net income per share (diluted) ............ccoviiiiiiiiiinininnnn. $ 191 $ 151 $ 043
Weighted average shares outstanding (diluted) (Note 11) ........... 8,763 8,500 7,983

The accompanying notes are an integral part of these consolidated financial statements.
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NOVATEL INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(in thousands, Canadian dollars)

Common Shares Retained Total
(Note 11) Contributed Earnings Shareholders’
Number Amount Surplus (Deficit) Equity

January 1,2003 ... ... 7,685 $35,572 $ 13 $(15,038) $20,547
Common shares issued pursuant to exercise v

of stock options (Note 11) ................. 301 ' 1,449 — — 1,449
Repurchase of shares ......................... 2) 9 — — 9)
Netincome .........ccoviiiiiiiiiiinninins. — — — 3,460 3,460
December 31,2003 ..., 7,984 $37,012 $ 13 $(11,578) $25,447
Change in accounting policy relating to

stock-based compensation (Note 2(i)) ...... — 66 390 (456) —
Common shares issued pursuant to exercise ,

of stock options (Note 11) ................. 276 1,792 (287) — 1,505
Stock based compensation .............. ... — — 326 = 326
Netincome ....oovviiiiiiiiiiniii i, — —_ — 12,815 12,815
December 31, 2004 ...... e 8,260 $38,870 $ 442 $ 781 $40,093
Common shares issued pursuant to exercise

of stock options Note 11) .................. 105 797 (76) — 721
Stock based compensation .................... — — 587 — 587
Netincome .....oovvviiiiiiniiiiiiiiiiiinann. — —_— — 16,716 16,716
December 31,2005 ... 8,365 $39,667 $ 953 $ 17,497 $58,117

The accompanying notes are an integral part of these consolidated financial statements.
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NOVATEL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of Canadian dollars)

Year Ended December 31

2005 2004 2003
Operating activities: :
A S8 81T o) 111 - $ 16,716 $12,815 $ 3,460
Share offering costs (NOte 13)| .. .oiiiiiiiiieiie e . — 754 —
Charges and credits to operations not involving an outlay of cash:
-\ 90007 (R 2 15 (o) o KRR R 2,921 2,390 1,807
Loss (gain) on disposal of capital assets ...............c.coooviiienniinn., 19 19 (66)
Current income tax provision and future income tax benefit ............ (440} 1,167 —
Benefit of iNVEStMENt taX CIOAIS ... vvvereenrersensenernseneeeenenns, (1,592) 4,356) —
Gain on liquidation of Mezdre assets and liabilities (Note 18) .......... — @2n 379)
Stock based compensation EXPENISE . ..vvvvierirtiri ittt - 587 326 —
Amortization of deferred gain on sale/leaseback of capital assets........ . (111) 114) (118)
Accretion on royalty payabl‘z to CMC related to GPS OEM product C
line acquUiSition .........iieeeiinii i e 17 54 37
Net change in non-cash working capital related to operations (Note 21) .. (1,025) (530) 3,272
Cash provided by operating |activities ..........cc.oveiviiiiiiiiiniine.. 17,092 12,504 8,013
Financing.activities:
Issuance of shares (Note 11) .|.................. e e, 721 1,505 1,449
Repurchase of shares (Note 11) ...t —_ C - 9
Related party notes receivable| ..........cooviiiiiiiiiiiiiiiie e 55 (11) (140)
Notes payable ... e (55) 11 172
Receipts (payments) related to share offering costs (Note 13) ............. 57 (807 —
Payment of capital lease obligations ...............cooiiiiiiiiiiiini —_ (100) (90)
Effect of exchange rate changes on financing activities .......... e — — (74
Cash provided by financing [activities ...........covevrneeninnneneeaen.n. 778 598 1,308
Investing activities:
Purchase of capital and intangible assets ..................oooiiiiii, (2,446) (2,293) (2,656)
Proceeds from disposal of capital ASSELS i, 53 29 157
Purchase of short-term investments ............vveeviierneenerneraerannen, (56,350) (17,720) (16,971)
Proceeds from short-term inve}stments ..................................... 38,397 13,865 11,288
Acquisition of Waypoint Conshlting Inc. Wote 20) ......ooviivnvnven.e, (3,531 — _
Acquisition of CMC EleCUOniéS’ OEM GPS business (Note 19) .......... — — (155)
Royalty payment relating to CMC Electronics’ OEM GPS business
(Note 19) ....oeeeennnnnn ] e, 221)  (261) (82)
Deferred development costs . TSR — (218) asn
Cash used in investing activ‘ities ........................................ (24,098) (6,598) (8,576)
(Diecrease) increase in cash and c::ash equivalents ..o (6,228) 6,504 745
Cish and cash equivalents beginning of year ... 8,949 2,445 1,700
Cish and cash equivalents, end c‘ fyear oo $ 2,721 $ 8949 § 2445
Interest paid related to bank advances and capital lease obligations ......... — 3 3 9 10
Ircome taxes paid ..........cc.deeiiiiii $ 91 § 71 $ 83

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to consolidated financial statements

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE 1 NATURE OF BUSINESS

NovAtel Inc. (“NovAtel” or the “Company”) is incorporated under the laws of Canada. The Company
designs, markets and supports a broad range of products that determine precise geographic locations using
the Global Positioning System (“GPS”) and other positioning technologies.

On July 20, 1999, the Company and Sokkia Co., Ltd. formed a joint venture, Point, Inc. to develop and
distribute GPS based products for surveying, mapping, geographical information systems, construction
and construction machine control applications, on a world-wide basis (see Note 17).

On April 17, 1998, CMC Electronics Inc. (“CMC Electronics”), formerly BAE SYSTEMS CANADA
INC., acquired 58.3% of the Company’s outstanding common shares from the Company’s two former
principal shareholders (see Note 15).

On April 11, 2001, an investor group led by ONCAP L.P. (“ONCAP”) acquired control of the Company
through the acquisition of CMC Electronics (see Note 15). From January 2005 through August 2005,
CMC Electronics sold approximately 4.5 million common shares through open market transactions,
reducing its ownership of the Company from approximately 55% to 0%. .

As of December 31, 2005, the Company owned a 70% equity interest in Mezure, Inc., a company that
had been developing a GPS, wireless communication and Internet-based product for deformation
monitoring of manmade and natural structures. On April 8, 2003, the shareholders of Mezure voted
unanimously to proceed with a Chapter 7 bankruptcy filing for Mezure, which was concluded on
September 24, 2003. Consequently, the Company treated Mezure as a discontinued operation for all
periods presented (see Note 18).

On October 1, 2005 the Company acquired Waypoint Consulting Inc. (“Waypoint”) for approximately
$3.5 million in cash, subject to post-closing adjustments to working capital. Waypoint’s products include
specialized real-time and post-processing GPS and GPS/inertial positioning and trajectory software (see
Note 20).

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES

a)

b)

The consolidated financial statements have been prepared by management in accordance with generally
accepted accounting principles in Canada and are stated in Canadian dollars. The material differences
between Canadian and United States (U.S.) generally accepted accounting principles are described in Note
23, The preparation of financial statements in accordance with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, and
revenues and expenses during the reporting period. Actual results could differ from those estimated.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company, its continuing subsidiaries
and its proportionate 49% joint venture interest in Point, Inc. .

Foreign Currency Translation

Foreign subsidiaries and Point, Inc. are considered financially and operationally dependent on the
Company and are translated into Canadian dollars using current rates of exchange for monetary assets
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Notes to consolidated ﬁnapcial statements (continued)

@ thousands of Canadian dollars, except per share data and unless otherwise stated)

and liabilities, historical rates of exchange for non-monetary assets and liabilities, and average rates for
the period for revenues and expenses, except amortization and cost of sales, which are translated at the
rate of exchange apphcable to the related assets. Gains and losses resulting from these translation

\
adjustments are included in operatmg income.

Transactions and monetary balances denominated in a currency other than the Canadian dollar are
translated into Canadian dollars using yearly average and year-end exchange rates, respectlvely Gains
and losses arising from ‘thls translation process are included in operating income.

¢) Cash and Cash Equivalents, Short Term Investments

Cash and cash equivalents include highly liquid investments which have original maturities of 90 days
or less. Short-term investments include highly liquid investments which have orlgmal maturities of 91
days to 12 months.

d) [Inventories

} .
Raw materials and components, work-in-progress, and finished goods inventories are recorded at the
lower of cost or net realizable value. Cost is determined on a first-in, first-out basis and includes materials,

iy
labour and manufacturing overhead.

e) Capital Assets, Intangible Assets and Amortization

Capital assets are recorded at cost. Maintenance and repair costs of a routine nature are charged to
operations as incurred, and renewals and betterments that extend the economic useful life of an asset
are capitalized. ‘

Capital assets and intangible assets are amortized on a straight-line basis using the expected useful lives
of the assets:

Computer and ancillary equipment ............... 4 years
Research and deveiopment equipment ........... 4 years
Production equipm‘ent ............................ 5 years
Automobiles ...l i 5 years
Leasehold improvements ......... e Shorter of useful life or the term of leases
Furniture and fIXQUIES ...............coueneeeenn.. 10 years
Product tooling ..|......cooiiiiiiiiii : 2-4 years
Patents and trademarks ....... e 10 years
Technology ......|...ccooiiiiiiiiiiiiiiiiin, 4-10 years
Software licenses |............cooovieiiiiiiiinnt, 4 years
Market presence of CMC Electronics OEM GPS

and Waypoint product lines ........oooviiinn, 4-8.5 years

Capital assets and intangible assets are assessed for future recoverability or impairment by estimating
future net und1scounted cash flows and residual values. When impairment has occurred, a loss is
recognized in the penod‘ When the carrying value of a long-lived asset is greater than its net recoverable
amount as determined on an estimated undiscounted cash flow basis, an impairment loss is recognized
to the extent that its fair value, measured as the discounted cash flows over the life of the asset when
quoted market prices are not readily available, is below the asset’s carrying value.
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Notes to consolidated financial statements (continued)

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

g)

h)

Revenue Recognition

The Company recognizes product revenue when persuasive evidence of an arrangement exists, delivery
has occurred, the fee is fixed or determinable and collectibility is reasonably assured. Revenues from non-
recurring engineering (“NRE”) fees are recognized at the time services are rendered. On long-term
contracts, in which the customer pays established rates for time and materials, revenue is recognized as
services are rendered and costs are incurred. On certain long-term contracts, revenue is recognized using
the proportional performance method relative to customer milestones achieved. Revisions in cost and
profit estimates during the course of work are reflected in the period in which the need for revision
becomes known. Losses, if any, are recognized fully when first anticipated. Some contracts contain
penalty provisions based on performance relative to established targets. Such penalties are included in
revenue or cost estimates when amounts can be reasonably determined.

The Company applies U.S. Statement of Position 97-2, Software Revenue Recognition, to product sales
where software is considered more than incidental. For software arrangements involving multiple
elements, the Company allocates revenue to each element based on the relative fair value or the residual
method, as applicable, and using vendor specific objective evidence of fair values, which is based on prices
charged when the element is sold separately. Software revenue is recognized when persuasive evidence
of an arrangement exists, the software is delivered in accordance with all terms and conditions of the
customer contracts, the fee is fixed or determinable and collection is reasonably assured. Revenue related
to post-contract support (“PCS”), including technical support and unspecified when-and-if available
software upgrades, is recognized ratably over the PCS term.

Research and Development Costs

Research costs are charged to operations as incurred. Development costs, including software development
costs, are charged to operations as incurred unless they meet specific criteria related to technical, market
and financial feasibility. In these circumstances, the costs are deferred and amortized on a systematic basis,
using a method similar to the unit-of-production method of amortization, subject to an estimate of
recoverability.

Provision for Future Warranty Costs

Warranty costs are accrued, to the extent that they are not recoverable from third party manufacturers,
for the estimated cost to repair products for the balance of the warranty periods.

Stock-based Compensation Plans

The Company has stock-based compensation plans (see Note 11). Effective January 1, 2004, the Company
adopted the fair value method of accounting for stock options awarded to employees on or after January 1,
2002 as required by amended CICA Handbook Section 3870 Stock-Based Compensation and Other Stock-
Based Payments. As permitted by the transitional provisions of Section 3870, the change was adopted
retroactively without restatement. Under Section 3870, the fair value of stock options is recognized over the
applicable vesting period as stock-based compensation expense and a credit to contributed surplus. When
options are exercised, the proceeds are credited to share capital, and the applicable fair value is reclassified
from contributed surplus to share capital. Retroactive application of Section 3870 resulted in the January 1,
2004 opening balances of deficit, contributed surplus and share capital being increased by $456, $390 and
$66, respectively, as though the fair value method had been applied since January 1, 2002.
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Notes to consolidated finan cial statements (continued)

(i_n:housands of Canadian dollars, |except per share data and unless otherwise stated)

j)  Hedging Relationships

Effective January 1, 2004] the Company adopted Accounting Guideline 13, “Hedging Relationships.” The
guideline establishes conditions where hedge accounting may be applied. Where hedge accounting does
not apply, any changes in the fair values of the financial contracts are taken into income in the period
of change. The Compan‘y enters into forward foreign currency contracts to reduce its exposure to
fluctuations in the exchange rates between the Canadian dollar and the U.S. dollar and Euro. These
contracts qualify as hedges under the new accounting guideline. and the Company applies hedge

accountmg to its ﬁnanmal instruments.

k) Impairment of Long-Livr:d Assets
| .
The Company reviews bci)th long-lived assets to be held and used and identifiable intangible assets with
finite lives whenever events or changes in circumstances indicate that the carrying amount of such assets
may not be fully recover:}able. Determination of recoverability is based on an estimate of undiscounted
future cash flows resulting from the use of the asset and its eventual disposition. Measurement of an
impairment loss for long-lived assets and certain identifiable intangible assets that management expects
to hold and use is based on the fair value of the assets, whereas such assets to be disposed of are reported
at the lower of carrying Amount or fair value less costs to sell. As at December 31, 2005, the company

determined that there were no triggering events requiring impairment analysis.

Goodwill impairment is assessed at the reporting unit level at least annually, or more frequently if events
or circumstances indicatethere may be impairment. Potential impairment is identified when the carrying
value of a reporting unit, lincluding the allocated goodwill, exceeds its fair value. Goodwill impairment
is measured as the excess of the carrying amount of the reporting unit’s allocated goodwill over the implied
fair value of the goodwill, based on the fair value of the assets and liabilities of the reporting unit. The
fair values are estimated using accepted valuation methodologies such as discounted future net cash flows,
earnings multiples or prices for similar assets, whichever is most appropriate under the circumstances.

1)  Asset retirement obligations

In December 2003, the CICA issued CICA Handbook Section 3110 “Asset Retirement Obligations™ which
requires the liability recognition for future retirement obligations associated with capital assets. These
obligations are initially recognized at fair value, which is the discounted future value of the liability. This
fair value is capitalized a;s part of the cost of the related capital asset and amortized over its useful life.

The liability accretes unt‘ll the Company settles the retirement obligation. The Company retroactively
adopted this standard on January 1, 2004. The adoption of this new standard did not have a material impact

on the Company’s financial statements.

m) Variable Interest Entitiekjc
|
Effective January 1, 2005, the Company adopted revised CICA Accounting Guideline 15 (“AcG-157),

“Consolidation of Variable Interest Entities”. AcG-15 provides guidance for applying consolidation

principles to certain entiti‘es (defined as VIEs) that are subject to control on a basis other than ownership
of voting interests. An entlty is a VIE when, by design, one or both of the following conditions exist:
(a) total equity 1nvestment at risk is insufficient to permit that entity to finance its activities without
additional subordinated support from other parties; (b) as a group, the holders of the equity investment
at risk lack certain ess‘ential characteristics of a controlling financial interest. AcG-15 requires

consolidation by a business of VIEs in which it is the primary beneficiary. The primary beneficiary is
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Notes to consolidated financial statements (continued)

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

defined as the party that has exposure to the majority of the expected losses and/or expected residual
returns of the VIE. The adoption of this guideline did not have a material impact on the consolidated
financial statements.

n) Income Taxes

The Company follows the liability method of accounting for income taxes. Under this method, current
income taxes are recognized for the estimated income taxes payable for the current year. Future income
tax assets and liabilities are recognized for temporary differences between the tax and accounting bases
of assets and liabilities as well as for the benefit of losses available to be carried forward to future years
for tax purposes that are more likely than not to be realized. In establishing the appropriate income tax
valuation allowances, the Company assesses the realizability of its net future income tax assets and based
on all available evidence, both positive and negative, determines whether it is more likely than not that
the remaining net future income tax assets or a portion thereof will be realized. (see Note 15).

0) Investment Tax Credits

Investment tax credits relating to scientific research and development and capital expenditures are
accounted for using the cost reduction method and are recognized once there is reasonable assurance that
the Company will be able to realize the benefit from these credits.

p) Earnings Per Share

Basic earnings per share is calculated by dividing the net earnings available to common shareholders by
the weighted average number of common shares outstanding. Diluted earnings per share reflects the
potential dilution that would occur if stock options were exercised. The treasury stock method is used
in calculating diluted earnings per share, which assumes that any proceeds received from the exercise
of in-the-money stock options, including those not currently exercisable, would be used to purchase
common shares at the average market price for the period.

NOTE 3 ACCOUNTS RECEIVABLE

December 31, 2005 December 31, 2004
Trade receivables, net ...........cooeveevnnnn. $ 9,840 $8,909
Interest receivable ....................oiel 231 196
Goods and Services Tax receivable .......... 218 164
Other .o e 405 144
$10,694 $9.413

The receivable balances are net of an allowance for doubtful accounts and sales returns of $1,080 at
December 31, 2005 and $1,207 at December 31, 2004.

NOTE 4 INVENTORIES

December 31, 2005 December 31, 2004
Raw materials and components, net .......... $2,378 $2,174
Work-in-progress ............ccoiiiiiiiin. 552 345
Finished goods, net .....................oo0l 2,506 2,672
$5,436 $5,191

The inventory balances are net of a provision for excess and obsolete inventory of $1,546 at December 31,
2005 and $2,023 at December 31, 2004.

F-12




Notes to consolidated financial statements (continued)

(i_nthousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE § CAPITAL ASSETS

December 31, 2005 December 31, 2004
Accumulated Accumulated
Cost Amortization Net Cost Amortization Net

Comnputer and ancillary equipment ... $ 2,797 $1,689 $1,108 $ 3,875 $2,837 $1,038
Production, research and

development equipment ....... . 4,105 3,021 1,084 3,740 2,608 1,132
Automobiles ..................... ... 26 9 17 26 3 23
Leasehold improvements ......... R 201 121 80 170 73 97
Furaiture and fixtures ............ 1,770 1,491 279 1,757 1,319 438
Proiuct tooling .................. 1,445 919 526 1,787 1,069 718
Equipment under capital lease ....... 3 2 1 3 2 1

$10,347 $7,252  © $3,095 $11,358 $7,911 $3,447

On January 29, 1999, the Company concluded a sale/leaseback arrangement by which the Calgary facility,
including certain adjacent l}and, with a carrying value of $5,812 at time of sale, was sold for net proceeds
of $6,922, resulting in a gain of $1,110. The gain on the sale of the facility has been deferred and is being
amortized on a straight-linie basis over the ten year term of the lease.

NOTE 6 INTANGIBLE ASSETS

Intangible assets subject to amortization are as set out below:
December 31, 2005 December 31, 2004
Accumulated Accumulated
Cost Amortization Net Cost Amortization Net
Pat:nts and trademarks .......... .. $ 4262 $2.860 $1,402  $3,925 $2,450 $1,475
Technology ........covvvvvvnennn. s 3,670 2,254 1,416 2,410 2,173 237
Software licences ................ e 3,691 2,458 1,233 3,133 2,548 585
Ma ket presence of CMC
Electronics’ OEM GPS and
Waypoint’s product lines ...... e 906 235 671 348 130 218
Total intangibles ............ o $12,529 $7,807 $4,722  $9,816 $7,301 $2,515

For the years ended Decenllber 31, 2005, 2004 and 2003, amortization expense of intangibles was $941
and $757, and 564 respectively. The weighted-average amortization period is 6.9 years.

The estimated aggregate amortization expense for intangible assets for the five succeeding years is

as follows:
20006 e $1,128
2007 o e 900
2008 738
2000 e 561
2000 547
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Notes to consolidated financial statements (continued)

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE 7 DEFERRED DEVELOPMENT COSTS

December 31, 2005 December 31, 2004
Deferred development costs .................. $ 2,900 $3,064
Accumulated amortization ................... (1,243) (705)
$ 1657 $2,359

The Company has deferred certain costs related to the development of a certified aviation GPS receiver.
The Company amortizes these deferred costs using a method similar to the unit-of-production method
of amortization. The following table discloses the development costs which have been deferred and the
amortization of deferred development costs:

Year Ended December 31

2005 2004 2003
Deferred develOpment COSES . ......vevvieiiinieenninennn.. $ — $218 $157
Amortization of deferred development costs ................ $538 $416 $196

At December 31, 2005, the Company had deferred $1,657 of development costs, net of accumulated
amortization. The continued deferral of these costs is subject to recoverability based on estimates of future
sales of the certified aviation GPS receiver. On April 5, 2004, the Company and CMC Electronics entered
into a Strategic Cooperation Agreement which inter alia provides for certain guaranteed future payments
over the following four years. Under the current business programs between the Company and CMC
Electronics, the Company would expect these future guaranteed payments to substantially recover the
$1,657 of deferred development costs as of December 31, 2005. Should future actual or estimated sales
of this receiver be materially lower than that currently estimated, a portion of the deferred development
costs would be charged to results of operations.

NOTE 8 BANK ADVANCES

At December 31, 2005, lines of credit were available with certain Canadian financial institutions. The
lines of credit are payable on demand and are secured by $4,158 of cash and short-term investments held
as compensating balances. The credit line advances bear interest at the financial institutions’ prime rate
(December 31, 2005 — 5.0%) on Canadian dollar advances.

In aggregate, the Company can borrow up to $1,650 for day-to-day operating requirements and $3,350
to support the margin requirements related to the purchase of up to between U.S. $ $14,000 and $15,000
of forward foreign exchange contracts (depending on the maturity date of the contracts). At December 31,
2005, portions of the lines of credit were utilized to support approximately U.S. $ 8,500 of foreign
exchange contracts (37,500 at December 31, 2004) leaving $1,650 available for day-to-day operating
requirements and the margin capacity available to enter into. approximately U.S. $5,500 to $6,500 in
forward foreign exchange contracts (depending on the maturity date of the contracts).

NOTE 9 COMMITMENTS, CONTINGENCIES AND GUARANTEES

a) At December 31, 2005, purchase commitments were outstanding for approximately $11.5 million
pertaining primarily to the acquisition of inventory, supplies and services in the normal course of business.
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b) The Company’s facilities‘ and certain equipment are leased for various periods up to 2016. Payments under
the leasing arrangements are estimated to be as follows:

1 Operating

! _Leases
2006 ..\t U $ 1,078
2007 oiier } .................................................. 1,267
2008 .\, e e e e e 1,238
2009 .0iiii T USSR 1,316
2010 oroiiei TP T TR 1,320
2011 and beyond ..... RSO R TR RURR TSR 8,466
Total future minimum lé‘ase PAYMENIS ..ottt $14,685

The Company’s rent ex;‘)ense associated with its facilities was $883 in 2005, $910 in 2004 and $859
in 2003. }
As of December 31, 200‘5 the landlord of the Company’s Calgary facility was constructing an expansion
of the facility at the request of and for the use of the Company. The construction is expected to be
completed by mid 2006. As part of the arrangement with the landlord of the Calgary facility, the Company
is responsible for approjximately $1.4 million of construction and leasehold improvement costs to be
incurred in 2006. The Company expects its lease obligations for its existing facility and the expansion
in Calgary to be approxir‘nately $14 million over a ten year lease term, commencing with the completion
of the construction expected in August 2006. These lease obligations have been included in the operating
lease amounts disclosed|above.

¢) As at December 31, 200}5, intangible assets include unamortized costs of $77 related to the Company’s
1996 settlement agreement with Trimble Navigation Limited (Trimble). This settlement agreement with
Trimble includes a prov151on that Trimble may, at its sole option, terminate rights granted thereunder,
including licenses, should the Company undergo a direct change in control. On June 26, 2001, the
Company received I]Othé from Trimble terminating the licenses and rights under the settlement agreement
in connection with the share acquisition by CMC Electronics in April 1998. The Company has sought
legal advice regarding Trimble’s termination rights under the 1996 settlement agreement and is continuing
to evaluate the impact, if any, of Trimble’s notice of termination. As this matter has not been resolved
as of December 31, 2005, the Company has not provided for any impairment of these intangible assets.
The Company does not e‘xpect this issue to materially affect the financial position, results of operations,
or liquidity of the Cornp‘any

d) The Company is subJectJ[to legal proceedings and other claims which arise in the ordinary course of its
business. The Company |has sought legal advice on these matters. In the opinion of management, the
ultimate liability with respect to the resolution of these actions is not expected to materially affect the

financial position, results of operations, or liquidity of the Company.

¢) In the normal course of operations, the Company provides indemnifications that are often standard
contractual terms to counterpartles in transactions such as purchase and sale contracts and service
agreements. These indemnification agreements may require the Company to compensate the
counterparties for costs iﬁlcuned as a result of various events, changes in (or in the interpretation of) laws
and regulations, or as a iresult of litigation claims or statutory sanctions that may be suffered by the
counterparty as a consequence of the transaction. The terms of these indemnification agreements will vary
based upon the contract, the nature of which prevents the Company from making a reasonable estimate
of the maximum potentizﬁ amount it could be required to pay counterparties. Historically, the Company
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has not made any payments under such indemnifications and no amounts have been accrued in the
accompanying consolidated financial statements.

NOTE 10 FINANCIAL INSTRUMENTS

In the normal course of business, the Company uses forward foreign currency contracts to reduce its
exposure to fluctuations in the exchange rates between the Canadian dollar and the U.S. dollar and the
Euro. The Company documents the relationship between hedging instruments and hedged items, as well
as its risk management objective for undertaking hedging transactions. The process includes linking
hedging instruments to assets and liabilities on the balance sheet or to forecasted transactions. The
Company also assesses, both at the hedge’s inception and on an ongoing basis, whether the foreign
currency contracts that are used in hedging transactions are effective in offsetting changes in fair values
or cash flows of hedged items. The contracts are normally for terms of up to twelve months and are used
as hedges of a portion of the Company’s U.S. dollar and Euro denominated revenues. The contracts are
not used for trading or speculative purposes. Foreign exchange gains and losses on foreign currency
contracts used to hedge current foreign currency assets and liabilities are accrued under current assets
or liabilities on the balance sheet and recognized currently in operating income, offsetting the respective
translation gains and losses recognized on the underlying asset or liability.

Foreign exchange gains and losses on foreign currency contracts used to hedge anticipated U.S. dollar
and Euro revenues beyond 60 days are applied against the underlying revenue when these revenues
are recognized.

At December 31, 2005, the Company had forward currency contracts to sell U.S. § 8,000 between
January 30, 2006 and August 31, 2006 at an average rate of $0.8322 per Canadian dollar. In addition,
the Company had forward foreign currency contracts to sell 320 Euro on February 28, 2006 at a rate of
0.6677 Euro per Canadian dollar. '

The carrying values of other financial instruments, which include cash and cash equivalents, short-term
investments, accounts receivable, related party receivables and advances, related party notes receivable,
accounts payable and accrued liabilities, related party payables and notes payable approximate their fair
value because of the near-term maturity of these instruments.

NOTE 11 SHAREHOLDERS’ EQUITY

The Company has authorized an unlimited number of common shares and first preference shares, of which
8,365 common shares are outstanding as of December 31, 2005 (8,260 in 2004 and 7,984 in 2003).

Net income (loss) per share figures presented in the Company’s financial statements are based upon the
weighted average number of shares outstanding. Diluted net income (loss) per share figures are computed
as if the dilutive instruments were exercised at the beginning of the period (or the time of issuance, if
later} and the funds obtained were used to purchase common shares at the average market price during
the period.

The Company maintains stock option plans for employees and members of the Board of Directors. Under
the plans, participants are granted options to purchase common shares at no less than the market value
on the date of the grant. The options have vesting periods ranging from one to four years and expire
between five and ten years from the date of the grant. At December 31, 2005, the Company had issued
584 unexercised options to employees and directors to purchase common shares under its stock-based
compensation plans
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A summary of the status of the Company’s stock option plans as of December 31, 2005, 2004 and 2003,

and changes during the ye

Options

Outsianding at beginning of year ....

Granied

Outs anding at end of year

Optinns exercisable at end of year

ars ending on those dates is presented below:

2005 2004 2003

Weighted- Weighted- Weighted-

Average Average Average

Number Exercise Number Exercise Number Exercise

of Options Price of Options Price of Options Price

574 U.S. $4.51 855 U.S. $4.42 974 U.S. $4.59
118 20.28 5 11.81 186 2.29
(105) 573 (276) 441  (301) 3.69
3) 8.67 (10) 2.28 ) 3.85
584 U.S. §7.46 574 U.S. $4.51 855 U.S. $4.42
330 U.S. $4.94 313 U.S. $6.24 449 U.S. $6.35

The following table summarizes information about the stock option plans as of December 31, 2005:

Options Outstanding Options Exercisable

Rang: of Exercise Prices

U.S. $32.50
$13.16 t0 $19.61 ............ |
$7.50 10 $11.25 «ooovvreernn /.

$4.00 0 $4.94 ... I

$225t0 8344 ...l
$1.38 t0 $2.00 ...............

U.S. $1.38 t0 $32.50 ..............

Weighted-
Average Weighted- Weighted-
Remaining Average Average
Number Contractual Exercise Number Exercise
Outstanding Life Price Exercisable Price
. 6 4.6 years  U.S. $32.50 — U.S. $32.50
. 113 4.4 19.50 — 13.16
. 160 1.6 7.87 158 7.85
. 3 7.3 4.63 1 4.62
.. 260 6.5 2.37 129 2.44
. 42 47 1.63 42 1.63
y 584 46 330 U.S. $4.94

U.S. $7.46

The Company granted apbroximately 144 stock options to purchase common shares to employees on

April 28, 2006. The optioﬁs have an exercise

years from the date of gré

price of U.S. § 39.58, vest over four years and expire five
nt.

The foilowing table repre§ents the potential dilutive effect of options which have been issued, and could

be exercised by the optio

Number of Common Shares

Weighted average common shares outstanding (basic)

Dilutive effect of options

Weighted average common shares outstanding (diluted) ....
!

n holder.
Year Ended December 31,
2005 2004 2003
...... 8,298 8,063 7,723
................................... 465 437 260

\
In the years ended December 31, 2005, 2004 and 2003, there were 6, nil, and 338 options, respectively,

excluded from the calcula‘t
than the market price of

ion, due to an anti-dilutive effect as a result of the exercise price being higher

he stock in the period.

F-17




Notes to consolidated financial statements (continued)

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE 12 MAJOR CUSTOMERS, EXPORT SALES AND SUPPLIERS

Certain major customers accounted for significant portions of the sales from continuing operations. The
table below reflects customers whose purchases represented more than 10% of the Company’s total
revenues-in any of the periods indicated.

Year Ended December 31,

Sales by Major Customer 2005 2004 2003
CUSIOMIET A ettt et $11,211 $ 8,631 $ 2,328
CUStOMET B ot e e e 6,736 4,157 1,744
@11 1 0] 1115 o R 6,554 5,684 4,631
Customer D ..ot e 4,102 8,150 1,946
Customer E ..o i 2,893 3,333 4,219
$31,496 $29,955 $14,868
Percentage of total revenue ...............ciiiiiinn., 50% 56% 38%

Accounts receivable and related party receivables related to these major customers at December 31 were
$4,683 in 2005 and $5,855 in 2004.

Year Ended December 31

Sales by Geographic Market 2005 2004 2003

USA. .. $25,671 41% $25,105 46% $19,437 50%

Europe .............ccoeehe 17,924 28% 13,852 26% 7,793 20%

Asia/Australia .............. 13,530 21% 10,331 19% 8,367 22%

Canada ..................... 4,462 7% 3,044 6% 2,753 7%

Other ............ccevven, 1,708 3% 1,600 3% 334 1%
$63295  100%  $53932  100%  $38.684  100%

Certain of the Company’s products incorporate components that are either procured from sole source
suppliers or which are in short supply. In the opinion of management, the Company has taken measures
to mitigate the risk associated with the availability of these components.

NOTE 13 SHARE OFFERING COSTS

In the year ended December 31, 2004, the Company incurred $754 of expenses in relation to a proposed
public offering in Canada and a private placement in the U.S. of its common shares. On May 26, 2004,
the Company withdrew the offering and expensed the costs. )

NOTE 14 OTHER EXPENSE
Year Ended December 31,

2005 2004 2003
Financing charge on sales by Point ....................... $(71) $(70) $ (83)
Miscellaneous ... _ 3 (54)

$G2) $(67) $(137)
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Not:as to consolidated financial statements (continued)

(in thousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE 15 INCOME TAXES

The Company follows the; liability method of accounting for income taxes. Temporary differences that

give rise to future income tax assets and liabilities as of December 31 are as follows:

2008 2004
Future income tax assets
Loss carryforwards ...l ...ooiriiiieiiii i i e $ 1,730 $ 1,650
Scientific research deductions and creditS ................ciiiiiinian 46,110 49,725
Reserves not currently ldeducnble fortax .ooovvinnii 1,710 1,500
Capital assets ......... IR 970 1,500
Capital 10SSES ...l ‘ 150 150
Deferred gain on sale of building ...l 120 150
| 50,790 54,675
Future income tax liabilities
Intangible assets ...... l ................................................ (400) (275)
Deferred development icosts .......................................... (560) (800)
Deferred gain on hedging contracts ... (50 (50)
| ‘ (1,010) (1,125)
Valuation allowance ... .......... oot (44,189) (50,361)

$ 5591 § 3,189

Future income tax asset ™ current portion ...........oiiieiiiiienenn, 2,370 1,286
Future income tax asset — long term portion .............ccoeovviin 3,221 1,903

$ 5591 $ 3,189

As at December 31, 2005, the Company’s net future income tax assets were $5,591, reﬂectlng temporary
differences between the financial reporting and tax tréatment of certain current assets and liabilities and
non-current assets and 171ab111t1es in addition to the tax benefit of net operating and capital loss
carryforwards and tax crédit carryforwards.

In accordance with the CICA Handbook Section 3465, “Accounting for Income Taxes”, the Company
reviews all available posmve and negative evidence to evaluate the recoverability of the future income
tax assets. This includes ajreview of such evidence as the carryforward periods of the significant tax assets,
the Company’s history of generating taxable income in its material tax jurisdictions and the Company’s
forecasted profitability 4n the foreseeable future. Based on this review the Company concluded that the
valuation allowance as at December 31, 2005 was appropriate and determined that it was more likely
than not that the recorded future income tax assets would be realized.

On April 11, 2006, the government of Alberta proposed changes to the provincial tax laws, including
a reduction in the providcial corporate tax rate from 11.5% to 10%, effective April 1, 2006.
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a)

The following table reconciles the differences between the income tax that would result solely by applying
statutory rates and the income tax provided for in the statements of operations.

Year Ended December 31,

2005 2004 2003
Income from continuing operations
before income taxes ................. $16,360 $14,031 $3,152
Statutory income tax expense .......... $ 5500 336% $ 4,752 339% $1,169 37.1%
Adjusted for the effects of: ‘
Change in valuation allowance on
tax benefit ...l (6,172) (5,339) C(2,37hH
Change in tax rates on future
tax benefit ........... ...l — 1,604 1,005
Non deductible capital loss .......... — — 162
Non deductible expenses and costs .. 258 166 34
Other .....oovviiiiiiii i, 46 a7 —
Large corporation tax ................ 12 71 59
Total income tax expense (benefit) ..... $ (356) 22% $ 1237 88% $ 52 16%

Canadian Income Taxes

At December 31, 2005, the Company has approximately $139 million of research and development costs
deducted in the accounts, in excess of amounts claimed for Canadian federal income tax purposes and
approximately $124 million of research and development costs deducted in the accounts, in excess of
amounts claimed for provincial income tax purposes.

At December 31, 2005, the Company also has unutilized investment tax credits of approximately

$2.9 million available to reduce future Canadian federal income taxes. These credits expire as follows:

2003 $ 500
201 e 900
208 700
2006 i 800

$2,900

The Company has determined that CMC Electronics’ acquisition of a majority of the common shares of
the Company on April 17, 1998, BAE SYSTEMS p.l.c.’s acquisition of the majority of the common shares
of CMC Electronics on November 29, 1999 and ONCAP’s acquisition of the common shares of CMC
Electronics on April 11, 2001, constitute acquisitions-of-control of the Company for Canadian income
tax purposes. Accordingly, the availability of certain of the Company’s Canadian losses, deductions, and
investment tax credits may be subject to limitation.

The ultimate availability and amount of the losses and other tax benefits described above may be
dependent upon future Canada Revenue Agency audits. An adverse determination could result in a
significant decrease in the availability and amount of the tax benefits described above.
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(in th ousands of Canadian dollars, except per share data and unless otherwise stated)

NOTE 16 RELATED PARTY TRANSACTIONS

In the normal course of busiw‘ness, the Company had the following transactions, measured at the exchange

amount, with its related parties:

i Year Ended December 31,
1 2005 2004 2003
|

Product sales to Point, In‘ ................................. $2,247 $2,178 $1,590
Services provided to Point, Inc. ...l 153 137 133
Engineering and other ser;vices charged by Point, Inc. ...... 611 265 87
Engineering services charged to Point, Inc. ................. 913 309 —
Inventory purchases from\CMC Electronics, Inc. and

Point, INC. ..ovvvnvree il 12 1,272 2,809
Inventory sold to CMC Electronics Inc. ...l 124 85 —
Contracted development costs charged by

CMC Electronics, Inc. L ................................... N 218 523
Product sales and engineering services charged to

CMC Electronics, Inc. i ................................... — — 54
Other charges from CMC‘Electronics Inc. .......ooiiiial, 10 318 408
Royalties charged to CMC Electronics, Inc. ................ 241 545 261
Royalties paid to CMC E]ectronlcs Imc. .oovviiiiii — 261 82
Share offering costs charged to CMC Electronics, Inc. ..... — 748 —
Share offering costs charged by CMC Electronics, Inc. ..... — 55 —
Consulting fees charged by Dave Vaughn, after resignation

as CEO in February 2002 ................................ — — 38

Significant related party receivables at December 31, 2005 consist of $1,331 from Point, Inc. ($1,318
at December 31, 2004). Related party payables at December 31, 2005 consist of amounts due to Point,

Inc. of $15 (855 at December 31, 2004).

The related party notes receivable of $1,552 at December 31, 2005 ($1,614 at December 31, 2004) reflects
the Company’s proportionate joint venture interest in the aggregate borrowings by Point, Inc. from
NovAtel and Sokkia Co., Ltd (Sokkia) of U.S. $5,330. The loans are secured by the assets of Point, Inc.
and bore interest at 3% during 2005 (3% in 2004 and 2003). On February 3, 2006, the Company and

Sokkia agreed to extend the due dates on the loans to August 31, 2006 (see Note 17).

During 2003, the Company and Sokkia advanced U.S. $500 in new loans to Point, Inc. with the Company’s
share being U.S. $245. i

On May 14, 2003, the Cclmpany acquired CMC Electronics’ non-aviation Global Positioning System

(GPS) OEM product line. ‘The purchase price was comprised of $150 at closing and $600 payable over
time as a royalty on the reT‘/enue generated by this product line. The fair value of net assets acquired was

as follows: ;
Capital assets ...... } ................................................ $150
Intangibles ...... ...l e 497
Total INVESLMENT ... eovvnitintterraireeee e iaiieeeeaenss $647

From January 2005 through August 2005, CMC Electronics sold its interest in NovAtel and does not
maintain any representati(;)n on the Company’s board of directors and therefore is not considered to be
a related party, effective May 11, 2005.
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NOTE 17 INVESTMENT IN POINT, INC.

On July 20, 1999, the Company and Sokkia Co., Ltd. formed a joint venture, Point, Inc., to distribute
GPS based products for surveying, mapping, geographical information systems, construction and
construction machine control applications, on a worldwide basis. The consolidated financial statements
presented herein include the Company’s proportionate share of the accounts of Point, Inc.

The following is a summary of the Company’s 49% proportionate share of the financial position, operating
results, and cash flows of Point, Inc.:

Year ended December 31,

2005 2004 2003
Financial Position
CULTENE @SSELS ...ttt et ee et iee e e ae e iee e enaeens $1,332 $1,603 $1,728
NON-CUITENT ASSELS L.\ tvvtrer e tiretienrneenrarinernnrennns 118 104 100
TOtAl ASSELS .« vttt e $1,450 $1,707 $1,828
Current Habiliti€S . .....everererete e e $2,729 $2,635 $2,818
Total liabilities ... ... $2,729 $2,635 $2,818
Results of Operations
REVENUES ..ottt e e e e $5,819 $5,932 $6,097
Gross Profit ....o.ieniiii e . 1,726 1,760 1,501
5 q 0 =) L 2,094 1,781 1,535
Income (10SS) ..oviiinii i e s (368) 2D (34)
Cash Flows
Cash provided by (used in) ‘
Operating activities ...........oviiieeieeeeeriiiinnrnnnn.. $ 100 $ 62 $ 32
Investing actiVities . ........cvveinernernrinrenennennnnn. (68) (23) (7
Financing activities ...........c.coviiiiiiiiiiiiiiniann.. (11) 9 142
Effect of exchange rate changes on financing activities ..... =13 (118) (351)

Included in current liabilities is the Company’s share of notes payable by Point, Inc. to Sokkia, in the
amount of $1,552 (81,614 at December 31, 2004). The loans are secured by the assets of Point, Inc., and
bore interest at 3% during 2005 (3% in 2004 and 2003). On February 3, 2006, the Company and Sokkia
agreed to extend the due dates on the loans to August 31, 2006,

Point, Inc. is dependent on the Company and Sokkia for product supply, distribution and financing. Should
Sokkia and the Company discontinue their support, Point, Inc.’s ability to continue as a going concern
would be impaired. If the existing loans to Point, Inc. of U.S. $ 5,330 were ultimately not repaid by Point,
Inc. to the Company and Sokkia, and/or if Point, Inc. were liquidated in an orderly wind-down, the
Company believes that its maximum loss exposure in the statement of operations related to Point, Inc.,
as of December 31, 2005, after consideration of the effects of the proportionate consolidation of Point,
Inc., would be approximately $600, comprised primarily of working capital related items and the costs
that would be incurred to cease operations. These financial statements do not reflect any adjustment that
would be required if Point, Inc.’s operations were not considered a going concern.
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NOTE 18 DISCONTINUED OPERATIONS (MEZURE, INC,)

As of December 31, 2005, the Company owned a 70% equity interest in Mezure, Inc. (“Mezure”), a
company that had been developing a GPS, wireless communication and Internet-based product for

. L \
deformation monitoring o‘f manmade and natural structures.

|
During the latter part of 2002, the Company discontinued its financial support of Mezure. On April 8,
2003, the shareholders of Mezure voted unanimously to proceed with a Chapter 7 bankruptcy, which was
filed on June 25, 2003. On September 24, 2003 an Order Approving Trustee’s Account, Discharging

Trustee and Closing Estat‘e was entered into the docket of the United States Bankruptcy Court, District

Oregon (Portland). Conse‘quently, the Company treated Mezure as a discontinued operation.

With the Chapter 7 bankruptcy filing concluding, the Company recognized a gain of $379 relating to the
liquidation of the residual‘ assets and liabilities of Mezure in the year ended December 31, 2003. While
Mezure operated as a separate corporation, Mezure’s third party creditors could potentially attempt to
satisfy their claims with Mezure by pursuing these claims against the Company. The Company believes
that these claims would not be valid and that the ultimate liability with respect to the resolution of these

actions is not expected to} materially affect the Company’s financial position or results of operations.

The income (loss) from discontinued operations pertaining to Mezure for the years ended on December 31
is as set forth below:

2005 2004 2003
REVENUES .. .voeeeee e i $— $— $ 34
Cost of sales............. L e — —_ (D)
Resedrch and developmeﬁt EXPEISES .+ttt eeenrrien et — — 27
Selling and marketing ex‘penses .............................. — — (32)
General and administration EXPENSES «.ovreer e — 21 (112)
Otherincorne............‘ .................................... — 119
Gain on liquidation of as:sets and liabilities.................. — — 379
Income from discontinue:d Operations.................o..... = $21 $ 360

The consolidated balancq‘ sheets as of December 31, 2005 and December 31, 2004 include residual
accounts payable and acc;rued liabilities related to discontinued operations of $15.

!

NOTE 19 ACQUISITION OF CMC ELECTRONICS’ OEM GPS PRODUCT LINE

|

|
On May 14, 2003, the Company acquired CMC Electronics Inc.’s non-aviation Global Positioning System
(GPS) OEM product line.! The purchase price was comprised of $150 at closing and $600 payable over
time (of which $564 has been paid to December 31, 2005) as a royalty on the revenue generated by this
business. The fair value (:)f net assets acquired is as follows:

Capital assets...... R P T PR PITE $150
Intangibles......... ; ................................................ 497
Total INVEStMENL . .. ..o ittt ittt e e ennn $647

|

\
The intangibles are comp:rised primarily of technology and an established market presence to which the
Company has assigned values of $149 and $348, respectively. The Company estimates that these intangibles

will have an expected useful life of 4 years and will be amortized using the straight-line method.
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At the time of the acquisition, CMC Electronics owned approximately 58 % of the Company’s outstanding
common shares and accordingly was a related party. The acquisition of the CMC Electronics’ GPS OEM
product line was reviewed and approved by a committee of independent directors established by the
Company’s Board of Directors.

NOTE 20 ACQUISITION OF WAYPOINT CONSULTING INC.

On October 1, 2005 the Company acquired all of the shares of Waypoint Consulting Inc. (“Waypoint™)
for approximately $3.5 million in cash, subject to post-closing adjustments to working capital. Of the
total purchase price, $2.2 million was paid by December 31, 2005 and $1.2 million was held in escrow
by Waypoint’s attorneys and will be paid in installments over three years, subject to certain conditions.
Waypoint’s products include specialized real-time and post-processing GPS and GPS/inertial positioning
and trajectory software. The results of the Waypoint acquisition have been included in the consolidated
results of operations since October 1, 2005.

The fair value of net assets and liabilities acquired has been allocated on a preliminary basis as follows:

Accounts receivable ...l $ 384
INVENLOTIES ... oe e e e 22
Prepaid EXpenses .......viitit i e 22
Capital and intangible assets ................oiiiiiiiiiiii i 46
Intangibles related to technology, brand names and
customer relationships ........... .. 1,818
GoodWill ..o 1,494
Accounts payable ....... .o e (82)
Deferred revenue .........oviiiiiiiinii it (173)
NEt IVESHTENE © o\ttt ettt et et e e $3,531

The intangibles are comprised primarily of technology, customer relationships and brand names to which the
Company has assigned values of $1,260 and $358 and $200 respectively. The Company estimates that these
intangibles have an average expected useful life of 8.5 years and will be amortized using the straight-line
method. The Company does not expect the $1,494 of goodwill to be deductible for tax purposes.

The following unaudited pro forma information gives effect to the acquisition of Waypoint as if it had
occurred on January 1, 2004.

Year Ended December 31, 2008

Waypoint
As presented Acquisition Pro forma
| S 111 13- T, $63,295 $1,360 $64,655
Net INCOME ..ottt i iie e ananes $16,716 $ 203 $16,919
Net income per share (basiC) .........ccovevivrerererereennns $ 201 $ 0.03 $ 2.04
Net income per share (diluted) ..........coovveeeievvirienees $ 191 $ 0.02 $ 1.93
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Year Ended December 31, 2004

Waypoint
As presented Acquisition Pro forma
|27 1\ =S A $53,932 $1,785 $55,717
NELINCOME ..ttt ettt $12,815 $ 376 $13,191
Net income per share (bas1‘c) ............................... $ 159 $ 0.05 $ 164
Net income per share (diluted) ... $ 151 $ 0.04 $ 1.55

NOTE 21 CONSOLIDATED STATEMENTS OF CASH FLOWS

The net changes in non-cash working capital related to operations include:

Year Ended December 31,

2005 2004 2003

(Increase) decrease in accounts receivable and related

party receivables ... i $ (694) $(3,480) $2,876
(Increase) in inventories R ERSIITETPIPPPRPTRED (223) (409) 7D
(Increase) decrease in prepaid expenses and deposits ....... (309) 89 (84)
Increase in accounts payab}le, accrued liabilities and

related party payables [.............oooiiiiiii 222 2,699 677
(Decrease) increase in deftl:rred TEVENUE .. ovvviiienerarannnns (176) 443 (192)
Increase in provision for future warranty costs .............. 155 128 66
Net change in non-cash wbrking capital .................... $(1,025) $ (530) $3,272

NOTE 22 STOCK-BASED COMPENSATION

At December 31, 2005, the‘ Company had issued 584 unexercised options to employees and directors to
purchase common shares under its stock-based compensation plans (see Note 11).

Effective January 1, 2004, the Company adopted the fair value method of accounting for stock options
awarded to employees on or after January 1, 2002, as required by amended CICA Handbook Section 3870
Stock-Based Compensation‘ and Other Stock-Based Payments. As permitted by the transitional provisions
of Section 3870, the changt‘e was adopted retroactively without restatement. Under Section 3870, the fair
value of stock options is Irecognized over the applicable vesting period as a charge to stock-based
compensation expense and a credit to contributed surplus. For the year ended December 31, 2005 stock-
based compensation expense of $587 ($326 in the year ended December 31, 2004) was recognized. When
options are exercised, the proceeds are credited to share capital, and the applicable fair value is reclassified
from contributed surplus tto share capital. As of December 31, 2005, $363 was reclassified from

contributed surplus to shar‘e capital, as a result of stock option exercises.

\
Prior to the Company’s adoption of the amended provisions of Section 3870 on January 1, 2004, the

Company applied an intrin“sic value based method to account for its stock-based compensation plans, and
no compensation cost was recognized within the statement of operations for the year ended December 31,

2003. Had compensation c%)st for the Company’s stock-based compensation plans been determined based
on the fair value of the options at the grant dates, the Company’s pro-forma net income and net income
per share would have beeﬁ as follows for the year ended December 31, 2003:
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Year Ended December 31, 2003

Net income from.continuing OPETatioNS .....ovvvviiirinninnans As reported $3,100
Pro forma $2,637

Basic net income from continuing operations per share ........ As reported $ 0.40
' Pro forma $ 0.34

Diluted net income from continuing operations per share ...... As reported $ 0.39
Pro forma $ 0.33

NEt INCOIMIE L.ttt ettt et e et As reported $3,460
Pro forma $2,997

Basic net income per share .................cooll T As reported $ 045
Pro forma $ 0.39

Dilutéd net income per share ............ccociiiiiiiiiii. As reported $ 0.43
Pro forma $ 0.38

The fair value of each option granted is estimated using the Black-Scholes option pricing model with
the following weighted-average assumptions used for options granted in 2005, 2004 and 2003: dividend
yield of 0%; expected lives of 3 to 10 years; a risk free interest rate of between 3.34% and 4.3% and
expected volatility of between 84% to 98%.

The weighted average fair value of options granted was U.S. $9.61 in 2005, (U.S. $10.67 in 2004 and
U.S. $2.06 in 2003.)

Phantom Share Plan

Effective January 1, 2004, the Company established a new Long Term Incentive Plan (LTI Plan), which
authorized the grant of approximately 44 thousand phantom shares to employees of the Company. All
grants of phantom shares under the LTI Plan have a three-year cliff vesting and would vest on
December 31, 2006, if certain performance objectives are achieved. Payments under the LT1 plan are made
in cash.

As of December 31, 2005, the Company estimated that the fair value of the granted and outstanding
phantom shares was $1,441, based on a 20-day average price of the Company’s common shares,

For the year ended December 31, 2005, the Company recognized $347 in compensation expense related
to phantom shares ($615 in the year ended December 31, 2004).

NOTE 23 DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED

a)

ACCOUNTING PRINCIPLES

The consolidated financial statements have been prepared in accordance with generally accepted

. accounting principles in Canada (Canadian GAAP or Canadian principles). The significant differences

from U.S. generally accepted accounting principles (U.S. GAAP or U.S. principles) are as follows:
Deferred Development Costs (see Note 7)

In the year ended December 31, 2005, the Company deferred $nil of development costs ($218 in 2004
and $157 in 2003) in accordance with Canadian GAAP. Under U.S. GAAP, these costs would be expensed
as incurred as research and development costs.
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b)

c)

|

In the year ended Decemberi31, 2005, the Company amortized $538 of deferred development costs ($416
in 2004 and $196 in 2003) in accordance with Canadian GAAP. Under U.S. GAAP, these costs would
have been expensed in the periods when the originating expenditures were incurred.

l
Further, for U.S. GAAP pu!rposes, the Company would have recharacterized the goodwill acquired on
the Mezure, Inc. share acquisition of $231 as development related costs, and these costs would have been

expensed on acquisition in|2001.

In addition, for Canadian GAAP purposes, in connection with the recognition of prior year’s investment
tax credits, the Company re(;iuced the deferred development costs by $164 in the year ended December 31,
2005. Under U.S. GAAP, this amount would have been accounted for as an expense when the originating
expenditures were incurred

Stock-Based Compensation

Under U.S. GAAP, Stateme‘nt of Financial Accounting Standards (“SFAS”) 123 “Accounting for Stock-
Based Compensation” establlshes a fair value based method of accounting for stock-based compensation.
Companies have the option of including the effect of this pronouncement in determining their net income,
or alternatively, may continue to apply the accounting provisions of APB Opinion 25, but must comply
with the disclosure requ1rements of SFAS 123. For U.S. GAAP purposes, the Company continues to

account for its stock- based\compensatxon in accordance with APB Opinion 25 (see Note 23 (k)).
|

Effective January 1, 20041 under Canadian GAAP the Company adopted the fair value method of
accounting for stock option“s awarded to employees on or after January 1, 2002 as required by amended
CICA Handbook Section }'3870 Stock-Based Compensation and Other Stock-Based Payments. As
permitted by the transitional provisions of Section 3870, the change was adopted retroactively without
restatement. Under Section ;3870, the fair value of stock options is recognized over the applicable vesting
period as stock-based compensation expense and a credit to contributed surplus. When options are
exercised, the proceeds are: credited to share capital, and the applicable fair value is reclassified from
contributed surplus to share capital. Retroactive application of Section 3870 resulted in the opening
balances as at January 1, 2004 of deficit, contributed surplus and share capital being increased by $456,
$390 and $66, respectlvely,‘ as though the fair value method had been applied since January 1, 2002. As
indicated above, the Company continues to account for its stock-based compensation in accordance with
APB 25 and thus these adJJustments would not be recorded for U.S. GAAP purposes.

\
Under Canadian GAAP, the Company incurred stock-based compensation expense of $587 in the year
ended December 31, 2005 ($3 26 in 2004). For U.S. GAAP purposes, this expense would not have been
included in the detcrmmatl’on of net income.

\
Derivatives and Hedging ./Jictivities

The Company has historically entered into forward foreign exchange contracts to manage its exposure
to foreign currency ﬁuctuati‘ons. Under U.S. GAAP the accounting for derivative instruments and hedging
activities is contained in the Statement of Financial Accounting Standard (“SFAS”) No. 133, as amended
by SFAS 137, SFAS 138 and SFAS 149 (“SFAS 133"). SFAS 133 establishes accounting and reporting
standards requiring that all|derivative instruments be recorded in the balance sheet as either an asset or
a liability measured at fair|value and requires that changes in the fair value be recognized currently in
earnings unless specific hedge accounting criteria are met. For cash flow hedges, changes in the fair value
of the derivative instrument are recognized in net earnings in the same period as the hedged item and
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d)

e)

g)

any changes in the fair value prior to that period are recognized in other comprehensive income. For fair
value hedges, both the derivative instrument and the underlying commitment are recognized on the
balance sheet at their fair value and any changes in the fair value are recognized currently in net earnings.
The Company’s foreign exchange contracts have been accounted for as cash flow hedges.

Under U.S. GAAP, SFAS 133 would result in an increase in total assets of $192 as of December 31, 2005
($179 as of December 31, 2004) related to the fair value of the Company’s foreign exchange contracts.

Investment in Joint Ventures

The accounts of the Company’s 49.0% joint venture interest in Point, Inc. are proportionately consolidated
as required under Canadian GAAP. Under U.S. GAAP, proportionate consolidation is not permitted, and
the Company’s investment in these joint ventures would be accounted for using the equity method. As
permitted by SEC guidance, the effects of this difference in accounting principles have not been reflected
in the accompanying tables (see Note 17).

In 2003, the Company recognized a gain of $379 related to the liquidation of the remaining assets and Liabilities
of Mezure (see Note 18). Under U.S. GAAP, this gain would have been $571, since $192 characterized as
goodwill under Canadian GAAP would have expensed on acquisition in 2001 (see Note 23(a)).

Intangibles Related to Acquisition of CMC Electronics OEM GPS Business

On May 14, 2003, the Company acquired the CMC Electronics non-aviation GPS product line (see Note
19). The fair value of the net assets acquired included $497 in intangibles, comprised primarily of
technology, product design, customer relationships and an established market presence. Under U.S.
GAAP, when accounting for a transfer of assets between entities under common control, the entity that
receives the net assets or the equity interest would initially recognize the assets and liabilities transferred
at their carrying amounts at the date of transfer. Any excess of consideration given over the controlling
shareholders’ carrying value would be accounted for as a reduction of equity.

Provision for Future Warranty Costs

The changes in the provision for future warranty costs during each of the years ended December 31, 2005,
2004 and 2003 are as follows:

2005 2004 2003
Opening balance, beginning of period ...................... $ 538 $ 410 $ 344
Additions to provision ................cooieci ‘ 382 312 220
Costs INCUITEd ...oiviiiii it (227) (184 (154)
Ending balance, end of period .................ccooiiiiiiil $ 693 $ 538 $ 410

Investment Tax Credits

Under Canadian GAAP, the Company uses the cost reduction method to account for its investment tax
credits. The investment tax credits relate to certain research and development expenses and are recognized
when there is reasonable assurance that the Company will be able to realize the benefit of these credits.
In the.year ended December 31, 2005, the Company recognized $1,756 ($4,356 in 2004, $nil in 2003)
of investment tax credits, of which $1,592 was recorded on the statement of operations as a benefit of
investment tax credits on the statement of operations and $164 was recorded as a reduction of deferred
development costs on the balance sheet.
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h)

)

Under U.S. GAAP, the Company would use the flow through method to account for its investment tax
credits and would record the recognition of the $1,756 of investment tax credits in 2005 as a reduction
of the current income tax| provision. Under U.S. GAAP, for the year ended December 31, 2004, the
Company would record the recognition of the $4,356 of investment tax credits as a $2,258 reduction of
the current income tax provision and as a $2,098 increase in future income tax benefit.

The net effect of these reconciling items would be an increase in net income from continuing operations

of $164 in the year ended December 31, 2005 under U.S. GAAP.

Comprehensive Income

U.S. GAAP utilizes the concept of comprehensive income, which includes net income and other
comprehensive income. Currently, there is no similar concept in effect under Canadian GAAP. Other
comprehensive income represents the change in equity during the period from transactions and other
events from non-owner smjlrces and includes such items as changes in the fair value of cash flow hedges.

Summary of the Diﬁ”erenk'es Between Canadian and U.S. GAAP

The effects of the above-noted differences between Canadian and U.S. GAAP on the statements of

) \
operations and on the balance sheets are as follows:

Net income from continuing operations —

Canadian GAAP ...l ... i,

Adjustments to U.S. G[;XAP

Deferred development costs (@) .........c..oeeeeeeernnans
Amortization of deferred development costs (a) .......

Reduction of deferred development costs related to

. . .
recognition of investment tax credits (a)(g) ..........

Stock-based compensation expense (b) ................

Amortization of intar;lgibles acquired from

CMC Electronics Qe) .............. e e

Net income from continuing operations — U.S. GAAP ..

. . N .
Net income from discontinued operations —

Canadian GAAP ...... L

A@ummanu)us.GQAP

Gain on liquidation of Mezure, Inc. (d) ................
Income from discontinuec% operations — U.S. GAAP .......
Net income — US. GAAP ................ccooiiiiii...

Net unrealised gain (los\‘s) on foreign

exchange contracts (€) ...........cooviiiiiiiiiiin.

. . . | .
Reclassification to income of gains and losses

on cash flow hedges!(c) ...........ocoiiiiiiiiiiil
Comprehensive income [...................... ...l
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Year Ended December 31,

2005 2004 2003
$16,716 $12,794 $3,100
_ (218) (157)

538 416 196
164 _ —
587 326 —
124 124 62
18,129 13,442 3201
_ 21 360
— _ 192
— 21 552
18,129 13.463 3,753
192 179 —
179 — 48
$18,142 $13,642 $3,801
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December 31,

2005 2004
Total Assets
Canadian GAAP .........cooovviiiiniinininn.n. e $71,255 $52,946
Adjustments to U.S. GAAP
‘Deferred development costs (a) ...........oviiiiriviieneniieieenns (1,657) (2,359)
Fair value of financial instruments (C) ...........ivvveveennennnen. 192 179
Reduction of intangibles acquired from CMC Electronics to
carrying valie (€) ....ovvniriin it e (182) (306)
US.GAAP ..o e $69,608 $50,460
Total Shareholders’ Equity
Canadian GAAP ...t e $58,117 $40,093
Adjustments to U.S. GAAP '
Deferred development costs (a) .......cccovvvvnennenin.. e (1,657) (2,359)
Reduction of intangibles acquired from CMC Electronics to
carrying value (€) ........oiiiiiii e (492) (492)
Amortization of intangibles acquired from CMC Electronics (e) ... 310 186
U.S. GAAP — before other comprehensive income ..........c......... 56,278 37,428
Accumulated other comprehensive income ...........ccooivniiieninn 192 179
U.S. GAAP — including accumulated other comprehensive income .... $56,470 $37,607

j)  Net Income (Loss) per Share

Net income (loss) per share as computed under Canadian and U.S. principles is as set forth below for
the following periods:

Year Ended December 31,

Canadian GAAP U.S. GAAP
Net Income per Share — Basic Net Income per Share — Basic

2005 2004 2003 2005 2004 2003
Continuing operations ...... $2.01 $1.59 $0.40 $2.18 $1.67 $0.41
Discontinued operations ... . _ — — 0.05 e e _0.08
Net income per share ...... $2.01 $1.59 $0.45 $2.18 $1.67 $0.49

Net Income per Share — Diluted Net Income per Share — Diluted

2005 2004 2003 2005 ‘ 2004 2003
Continuing operations ...... $191 - $1.51 $0.39 $2.07 $1.58 $0.40
Discontinued operations ... — — 0.04 = — 0.07
Net income per share ...... $1.91  $1.51 $0.43 $2.07 $1.58 $0.47

F-30




Notes to consolidated financial statements (continued)

(in thousands of Canadian dollars, ex‘cept per share data and unless otherwise stated)

k)

Stock-Based Compensation

Statement of Financial Accounting Standards (SFAS) 123 “Accounting for Stock-Based Compensation”
establishes a fair value base:d method of accounting for stock-based compensation. Companies have the
option of including the effect of this pronouncement in determining their net income, or alternatively,
may continue to apply the accounting provisions of APB Opinion 25, but must comply with the disclosure
requirements of SFAS 12% and SFAS 148. Had the Company prepared its consolidated financial
statements in accordance with U.S. GAAP, the Company would have accounted for its stock-based
compensation in accordanc;e with APB Opinion 25.

At December 31, 2005, the‘ Company had 584 options outstanding that had been issued to employees
and directors (574 in 2004 and 855 in 2003) to purchase common shares under its stock-based
compensation plans (see Note 11). As the Company would have applied APB Opinion 25 and related
interpretations in accounting for its plans, no compensation expense would have been recognized within
the statement of operations lunder U.S. GAAP in 2005, 2004 and 2003. Had compensation expense for
the Company’s stock-based|compensation plans been determined based on the fair value of the options
at the grant dates, the Company’s pro forma net income from continuing operations and net income per
share would have been as follows:

Year Ended December 31

2005 2004 2003
Net income from continuing operations —

U.S. GAAP ‘ ................... As reported $18,129 $13,442 $3,201
Less: Fair value of stock options ............ 502 408 463
Net income from continuin‘g operations —

US.GAAP ............ Lo, Pro forma $17,627 $13,034 $2,738

\
Net income from continuin‘g operations — As reported $ 2.18 $§ 1.67 $ 041

earnings per share (basic:) ................. Pro forma $§ 212 $ 1.62 $ 0.35
Net income from continuin% operations — As reported $ 207 $ 1.58 $ 0.40

earnings per share (diluted) ................ Pro forma $ 201 $ 1.53 $ 034

\
Net income — U.S. GAAP ................. - As reported $18,129 $13,463 $3,753
Less: Fair value of stock options ............ 502 408 463
Net income — U.S. GAAP; .................. Pro forma $17,627 $13,055 $3,290
Net income — earnings per share (basic) .... As reported $ 218 $ 1.67 $ 049
Pro forma $ 212 $ 1.62 $ 043
Net income — earnings per share (diluted) .. As reported $ 207 $ 158 $ 047
Pro forma $ 201 $ 1.54 $ 041

The fair value of each option granted is estimated using the Black-Scholes option pricing model with
the following weighted-average assumptions used for options granted in 2005, 2004 and 2003: dividend
yield of 0%; expected lives of 3 to 10 years; a risk free interest rate of between 3.34% and 4.3%, and

expected volatility of betwéen 84% to 98%.
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1)  Consolidated Statement of Cash Flows

The effects of the differences between Canadian and U.S. GAAP on the consolidated statement of cash

flows are as follows:

Year Ended December 31

2005 2004 2003
Cash flow provided by operations — Canadian GAAP ..... $ 17,092 $12,504 $ 8,013
Adjustments to U.S. GAAP
Deferred development costs (&) ..............cooevenn.. — (218) (157)
Royalty payment relating to CMC Electronics’ OEM
GPS business (€) ..ovvvvviriniiiiiiiiiiiiiii i (221) (261) (82)
Cash flow provided by operations — U.S. GAAP .......... $ 16,871 $12,025 $ 7,774
Cash flow provided by financing activities — Canadian GAAP $ 7718 $ 598 $ 1,308
Adjustments to U.S. GAAP ... — — —
Cash flow provided by financing activities — U.S. GAAP .. § 778 § 598 $ 1,308
Cash used in investing activities — Canadian GAAP ....... $(24,098) $(6,598) $(8,576)
Adjustments to U.S. GAAP
Deferred development costs (a) ..........ccvevevnnennn. — 218 157
Royalty payment relating to CMC Electronics’ OEM
GPS business (€) ....oovvreineeiiiiiiiiiii e, 221 261 82
Cash used in investing activities — U.S. GAAP ............ $(23,877) $6,119) $(8,337)

m) Accounts Payable and Accrued Liabilities

The following balances comprise accounts payable and accrued liabilities:

Accounts payable and accrued trade liabilities ...................coooiii
Accrued salaries, incentive plans and other employee-related obligations ..
Accrued dealer and agent COMMUSSIONS .. .....ovviiiiiieneninnieneninae.
O her L

n) New Canadian and U.S. GAAP Accounting Pronouncements

Canadian Pronouncements

Year Ended December 31,

2005 2004
$5,229 $4,327
3,686 4,031
458 271
411 519
$9,784 $9,148

In January 2005, the Canadian Institute of Chartered Accountants (“CICA”) issued Section 1530,
“Comprehensive Income”, Section 3251, “Equity”, Section 3855, “Financial Instruments — Recognition
and Measurement” and Section 3865, “Hedges”. The new standards increase harmonization with

US GAAP and will require the following:

¢ Financial assets will be classified as either held-to-maturity, held-for-trading or available-for-sale.
Held-to-maturity classification will be restricted to fixed maturity instruments that the company intends
and is able to hold to maturity and will be accounted for at amortized cost. Held-for-trading instruments
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\
will be recorded at fair v:«“ﬂue with realized and unrealized gains and losses reported in net income. The
remaining financial asset‘s will be classified as available-for-sale. These will be recorded at fair value
with unrealized gains and losses reported in a new category of the consolidated balance sheet under

shareholders’ equity calljed other comprehensive income (“OCI”); and

o Derivatives will be cla}ssiﬁed as held-for-trading unless designated as hedging instruments. All
derivatives, including embedded derivatives that must be separately accounted for, will be recorded
at fair value on the consolidated balance sheet. For derivatives that hedge the changes in fair value
of an asset or liability, c{hanges in the derivatives’ fair value will be reported in net income and be
substantially offset by changes in the fair value of the hedged asset or liability attributable to the risk
being hedged. For derivaTntives that hedge variability in cash flows, the effective portion of the changes
in the derivatives® fair value will be initially recognized in OCI and the ineffective portion will be
recorded in net income.( The amounts temporarily recorded in OCI will subsequently be reclassified
to net income in the periods when net income is affected by the variability in the cash flows of the
hedged item. ‘

The above guidance Will/apply, for interim and annual financial statements relating to fiscal years
beginning on or after Octo;ber 1, 2006. Earlier adoption will be permitted only as of the beginning of a
fiscal year. The impact of implementing these new standards is not yet determinable as it is highly
dependent on fair values, outstanding positions and hedging strategies at the time of adoption.

|
In October 2005, the Emerging Issues Committee of the CICA (the “EIC”) issued Abstract No. 157,
“Implicit Variable Interests Under AcG-15” (EIC-157), to address whether a company has an implicit
variable interest in a VIE Jor potential VIE when specific conditions exist. An implicit variable interest
acts the same as an explicit‘variable interest except it involves the absorbing and/or receiving of variability
indirectly from the entity (rather than directly). The identification of an implicit variable interest is a matter
of judgment that depends on the relevant facts and circumstances. EIC-157 will be effective in the first
quarter of 2006. The imﬂlementation of this EIC is not expected to have a material impact on the

company’s consolidated ﬁhancial statements.

In June 2005, the AcSB issued Handbook Section 3831, Non-Monetary Transactions, replacing Section
3830 of the same title. The} new accounting standard requires all non-monetary transactions be measured
at fair value unless certain‘conditions are satisfied. The new requirements are effective for non-monetary
transactions initiated in periods beginning on or after January 1, 2006. The Company is in the process
of evaluating the impact of the recently issued standard, but does not expect that the new standard will
have a material impact on its financial position or results of operations.

|

U.S. Pronouncements ‘
|
|

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123(R), Share-
Based Payment, which establishes accounting standards for all transactions in which an entity exchanges
its equity instruments fori goods and services. SFAS No. 123(R) focuses primarily on accounting for
transactions with employees. SFAS No. 123(R) eliminates the intrinsic value measurement objective in
APB Opinion 25 and gene‘rally requires the Company to measure the cost of employee services received
in exchange for an award|of equity instruments based on the fair value of the award on the date of the
grant. The standard requires grant date fair value to be estimated using either an option-pricing model
which is consistent with the terms of the award or a market observed price, if such a price exists. Such
cost must be recognized over the period during which an employee is required to provide service in
exchange for the award inthe requisite service period (which is usually the vesting period). The standard
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also requires the Company to estimate the number of instruments that will ultimately be issued, rather
than accounting for forfeitures as they occur.

The Company is required to apply SFAS No. 123(R) beginning with its fiscal year beginning January 1,
2006. SFAS 123(R) allows for either the “modified prospective method” or the “modified retrospective
method” of recognizing compensation expense. Under the modified retrospective method, the Company
must restate its previously issued financial statements to recognize the amounts the Company previously
calculated and reported on a pro forma basis, as if the prior standard had been adopted. Under both
methods, the Company is permitted to use either a straight line or an accelerated method to amortize the
costs as an expense for awards with graded vesting.

The Company currently intends to adopt SFAS No. 123(R) using the modified prospective method. The
Company expects that the adoption of SFAS No. 123(R) will result in an increase to operatmg expenses
under U.S. GAAP in 2006 of approximately $565.

In November 2004, the FASB issued SFAS No. 151, Inventory Costs an amendment of ARB No. 43,
Chapter 4, which amends Chapter 4 of ARB No. 43 that deals with inventory pricing. The Statement
clarifies the accounting for abnormal amounts of idle facility expenses, freight, handling costs, and
spoilage. Under previous guidance, paragraph 5 of ARB No. 43, chapter 4, items such as idle facility
expense, excessive spoilage, double freight, and rehandling costs might be considered to be so abnormal,
under certain circumstances, as to require treatment as current period charges. This Statement eliminates
the criterion of *so abnormal” and requires that those items be recognized as current period charges. Also,
this Statement requires that allocation of fixed production overheads to the costs of conversion be based
on the normal capacity of the production facilities. This Statement is effective for inventory costs incurred
during fiscal years beginning after June 15, 2005, although earlier application is permitted for fiscal years
beginning after the date of issuance of this Statement. Retroactive application is not permitted.
Management is analyzing the requirements of this new Statement and believes that its adoption will not
have any significant impact on the Company’s financial position, results of operations or cash flows.

In December 2004, the FASB issued SFAS No. 153, Exchanges of Nonmonetary Assets an amendment
of APB No. 29. This Statement amends Opinion 29 to eliminate the exception for nonmonetary exchanges
of similar productive assets and replaces it with a general exception for exchanges of nonmonetary assets
that do not have commercial substance. The Statement specifies that a nonmonetary exchange has
commercial substance if the future cash flows of the entity are expected to change significantly as a result
of the exchange. This Statement is effective for nonmonetary asset exchanges occurring in fiscal periods
beginning after June 15, 2005. Earlier application is permitted for nonmonetary asset exchanges occurring
in fiscal periods beginning after the date this Statement is issued. Retroactive application is not permitted.
The Company is analyzing the requirements of this new Statement and believes that its adoption will not
have any significant impact on the Company’s financial position, results of operations or cash flows.

In November 2005, the FASB issued FSP FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-
Temporary Impairment and Its Application to Certain Investments”, which nullified 2004 guidance issued
by the EITF on determining whether an impairment is other-than-temporary, and effectively reverted back
to previous guidance in this area. The FSP generally encompasses guidance for determining when an
investment is impaired, how to measure the impairment loss, and what disclosures should be made
regarding impaired securities. This FSP is effective for the first quarter of 2006 is not expected to have
a material impact on the Company’s consolidated financial statements.

In June 2004, the FASB issued an exposure draft of a proposed Statement, “Fair Value Measurements”
to provide guidance on how to measure the fair value of financial and non-financial assets and liabilities
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when required by other au‘thoritative accounting pronouncements. The proposed statement attempts to
address concerns about the ability to develop reliable estimates of fair value and inconsistencies in fair
value guidance provided By current U.S. GAAP, by creating a framework that clarifies the fair value
objective and its apphcatlon in GAAP. In addition, the proposal expands disclosures required about the
use of fair value to remeasure assets and liabilities. The standard will be effective for fiscal years beginning
after December 15, 2006, ahd interim periods in those fiscal years, except that the disclosure requirements
will be effective for ﬁscaliyears ending after December 15, 2006.

In May 2005, the FASB 1ssued SFAS No. 154, “Accounting Changes and Error Corrections”, which requires
that changes in accounting prmmple be retrospectively applied as of the beginning of the first period presented
as if that principle had always been used, with the cumulative effect reflected in the carrying value of assets
and liabilities as of the ﬁrs';[ period presented and the offsetting adjustments recorded to opening retained
earnings. SFAS No. 154 is effective for accounting changes and corrections of errors made in fiscal years
beginning after December 15, 2005 with early adoption permitted. The Company is reviewing the guidance
to determine the potential ir}npact, if any, on its consolidated financial statements.

In June 2005, the FASB pu‘blished an Exposure Draft containing proposals to change the accounting for
business combinations. The proposed standards would replace the existing requirements of the FASB’s

Statement No. 141, Business Combinations. The proposals would result in fewer exceptions to the

principle of measuring assets acquired and liabilities assumed in a business combination at fair value.

Additionally, the proposalg would result in payments to third parties for consulting, legal, audit, and

similar services associated with an acquisition being recognized generally as expenses when incurred

rather than capitalized as p‘art of the business combination. The FASB also published an Exposure Draft

that proposes, among other changes, that noncontrolling interests be classified as equity within the

consolidated financials statements. The FASB’s proposed standard would replace Accounting Research

Bulletin No. 51, Consolidc‘zted Financial Statements.

On July 14, 2005, the FASI? published an exposure draft entitled Accounting for Uncertain Tax Positions
— an interpretation of FASB Statement No. 109. The proposed interpretation is intended to reduce the
significant diversity in pr‘actice associated with recognition and measurement of income taxes by
establishing consistent criteria for evaluating uncertain tax positions. The proposed interpretation would
be effective for the first ﬁscal year beginning after December 15, 2006. Earlier application would be
encouraged. Only tax po§1t10ns meeting the probable recognition threshold at that date would be
recognized. The transition adjustment resulting from application of this interpretation would be recorded
as a cumulative-effect change in the income statement as of the end of the period of adoption. Restatement
of prior periods or pro forma disclosures under APB Opinion No. 20, Accounting Changes, would not

be permitted. Management is in the process of reviewing the requirements of this recent exposure draft.

1‘
On September 30, 2005, tl%le FASB issued an Exposure Draft that would amend FASB Statement 128,
Earnings per Share, to clarify guidance for mandatorily convertible instruments, the treasury stock

method, contracts that may be settled in cash or shares and contingently issuable shares. The proposed
Statement would be effecti\‘ve for interim and annual periods ending after June 15, 2006. Retrospective
application would be required for all changes to Statement 128, except that retrospective application
would be prohibited for contracts that were either settled in cash prior to adoption or modified prior to
adoption to require cash settlement, Management is in the process of reviewing the requirements of this

\
recent exposure draft. |

F-35




REPORT OF INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS

To the Board of Directors and Shareholders of NovAtel Inc.,

We have audited the consolidated financial statements of NovAtel Inc. as at December 31, 2005 and 2004,
and for each of the years in the three year period ended December 31, 2005, and have issued our reports thereon
dated February 9, 2006 (which audit report expresses an unqualified opinion and includes an explanatory paragraph
referring to our consideration of internal control over financial reporting and also includes a separate report titled
Comments by Independent Registered Chartered Accountants for U.S. Readers on Canada — U.S. Reporting
Differences referring to changes in accounting principles that have a material effect on the comparability of the
Company’s financial statements and changes in accounting principles that have been implemented in the Company’s
financial statements); such financial statements and reports are included in the 2005 Annual Report on Form 20-F.
Our audits also included the financial statement schedule of NovAtel Inc. This financial statement schedule is the
responsibility of the Company’s management. Our responsibility is to express an opinion based on our audits. In
our opinion, the financial statement schedule, when considered in relation to the basic financial statements taken
as a whole, present fairly, in all material respects, the information set fonh therein.

(signed) “Deloitte & Touche LLP”
Deloitte & Touche LLP
Independent Registered Chartered Accountants

Calgary, Alberta, Canada
February 9, 2006
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2003

Allowance for doubtful accounts ani

provision for sales returns ......
Provision for future warranty costs

2004

Allowance for doubtful accounts and

provision for sales returns ......
Provision for future warranty costs

2005

Allowance for doubtful accounts an!d

provision for sales returns ......
Provision for future warranty costs

SCHEDULE 11

Valuation and Qualifying Accounts
(in thousands, Canadian dollars)

Balance at
beginning of Balance at
period Additions Deductions end of period
$1,077 430 (429) $1,078
$ 344 220 (154) $ 410
Balance at
beginning of Balance at
period Additions Deductions end of period
$1,078 215 (86) $1,207
$ 410 312 (184) $ 538
Balance at
beginning of Balance at
period Additions Deductions end of period
$1,207 29 (156) $1,080
$ 538 382 (227) $ 693
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?  NovAtel Inc. designs, markets and sells high-precision GPS and other positioning components and
sub-systems. We supply our core technology to original equipment manufacturers (OEMs) and system
integrators who build systems for various commercial end market applications, principally in the geomatics
(surveying and mapping), aviation, mining, precision agriculture, marine and defence industries. NovAtel

is also the principal supplier of reference receivers to national aviation ground networks in the US, Japan,
Europe, China and India. Qur solutions combine hardware, such as receivers and antennas, with software
to enable our customers to fully integrate NovAtel's high-precision GPS technology into their respective

products and systems. For more up-to-date information, visit www.novatel.com.

2005 Highlights

2005 Overall Results

2005 was the most successful year in NovAtel's history as we executed our strategies and achieved strong revenue and profitability growth. We
achieved year-over-year revenue growth of 17% to a record C$63.3 million, despite a significant negative impact due to foreign exchange, and we
achieved net income growth of 30% to a record C$16.7 million. We believe our strong financial performance in 2005 continues to be a result of our
approach of building strong relationships and market share with Jarge OEM customers and emerging system integrators. We achieved strong financial
results in 2005 while at the same time investing 17% of revenue in research and development on innovative “GPS-Plus” technologies.

Revenues Net Income 2005
CDNS$ miliions CDN$ millions Sales by Category
CDN$ millions
2 20

Special Applications $42.6
Aerospace/Defence  $8.9
Geomatics $11.5
Other $0.3

2005

Sales by Geography
CON$ millions

0
01 02 03 04 05 01 02 03 04 05

United States $25.7
Europe $17.9
Asia & Australia $135
Canada %45
Other $1.7




New Technology

In 2005 we announced OEMV, our next generation of receiver engines. At the heart of the
OEMV technology is a new digital chip that represents an order of magnitude advancement
in technology and feature integration over our previous high-performance receivers. The
OEMV family of products is also fully RoHS (Restriction of Hazardous Substances) compliant,
meeting the European Economic Union’s directive to reduce the hazardous materials content
in electronic products. The OEMV-2 and OEMV-3 models are drop-in replacements for our
existing OEM-4 components, and include dual-frequency GLONASS measurements as an
option. GLONASS is a satellite positioning system established by the former Soviet Union
and operated by the Russian government. GPS, GLONASS and the European Union’s future
Galileo are collectively known as the Global Navigation Satellite System, or GNSS. Providing
our customers with the option of highly integrated GPS+GLONASS is an excellent example
of how our development teams drive technical innovation and integration to create compelling price/performance and return on investment
for our customers worldwide. NovAtel also introduced its first dual-mode GPS+Galileo receiver in 2005.

|
| v

e

Special Applications

Revenue from NovAtel's Special Applications category contributed C$42.6 million in 2005
and grew 29% compared to 2004. Key elements of this growth were shipments into China,
the United States and Europe. Our business in China grew in 2005 compared to 2004,
primarily driven by the developing OEM integration market in China, which is addressing
domestic surveying and mapping applications, as well as emerging markets such as
precision container tracking and placengent. We experienced 35% growth in the United States across a number of vertical markets.
Shipments into Europe also grew apprdximately 30%, primarily in the surveying and mapping market, and were largely driven by our

strategic relationship with Leica Geosys‘tems.

o - ‘ —| Aerospace and Defence

NovAtel's Aerospace and Defence revenue decreased by 21% in 2005 compared to 2004.
i\ Qur Aergspace and Defence revenue is highly variable due to its dependence on the timing
! of government contracts. The decrease in 2005 compared to 2004 was largely due to
“ | significant revenue received during 2004 related to three contracts with Raytheon Company
i — for next-generation Wide Area Augmentation System (WAAS) programs. Late in 2005,
we began recognizing revenue from thé first stages of a new contract we announced in December 2005 to develop the Ground Reference
Receiver for Europe’s future Galiteo satéllite navigation system.

\ R | Geomatics

Revenue from NovAtel’s Geomatics category in 2005 grew 24% compared to 2004, primarily
due to new customers and partially due to higher revenue associated with Point, Inc., our
joint venture with Sokkia Co., Ltd. of Japan. During 2005, we achieved significant revenue
increases with Geomatics-related customers in Asia and Canada. We also view the revenue

‘ ~ trend at Point as an indication that our mutual efforts with Point and Sokkia, to improve the
operating performance at Point, is working. During the fourth quarter 2005, Sokkia launched their next-generation, dual-frequency surveying
system. This newly developed Paint prohuct, the GSR2700IS, has NovAtel’s advanced receiver and antenna technology onboard and

. . ) | "
incorporates a number of innovative and competitive user features.

O Acquisition
A During the fourth quarter of 2005, we announced the
WAY P "v‘»ﬂ N T acquisition of Waypoint Consulting Inc., a Calgary-based,
PRODUCTS GROUP precise positioning software company that produces
real-time and post-processing position determination software using input from
precision GPS and GPS/ingrtial systems. Waypoint’s software is very complementary
to our technology, and addresses growing customer demand for specialized GPS and

GPS/inertial positioning and trajectory software and systems.
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> To our shareholders

2005 marked a fifth consecutive year of profitable growth for NovAtel Inc. as our revenue and net income reached new historical levels. T
Since 2002, revenue has grown at a compound annual growth rate of 24% and operating income has grown at a compound annual growth
rate of approximately 77%. Our focus is on our growing global base of commercial customers as we execute our “NovAtel Onboard™"

‘ strategy—providing a growing number of precise positioning components and subsystems that offer compelling competitive price
performance. Our customers rely on our commitment to technology leadership in precise positioning technology, and in 2005 we invested

j 17% of revenue into research and development. As well, we launched our next generation of highly integrated precise positioning components,
‘ the OEMV family of receivers. These receivers can simuitaneously track GPS as well as the Russian GLONASS satellites. This dual-constellation
capability will provide customers with more availability of precise positioning, even in partially obstructed environments where GPS-only
systems are challenged. We are pleased to report that, even given the large expenditures on R&D in 2005, we continued to drive greater {

operating efficiency and return on investment (ROI), and increased our operating margins to a robust 22% of revenue.

Revenues for 2005 compared to 2004 grew 17% to €$63.3 miflion and net income for the same period grew 30% to C$16.7 million,
) or C$1.91 per share (diluted). This growth was achieved despite the impact of the weaker US dollar, which decreased in value relative
\ . / to the Canadian dollar in 2005. In US dollars, which is the base currency of the majority of our revenue, our sales in 2005 grew at a rate

of approximately 25% compared to 2004.

- The profitable growth we have experienced over the past five years has resulted in 17 consecutive
B 2005 set the stage quarters of positive cash flow and a strong balance sheet. We ended 2005 with cash and short

. term investments of C$35.1 million, which is vital to our strategy of growing the company

4 fOl’ futu re gr OWth Wlth inorganically through acquisitions. In the fourth quarter of 2005 we acquired Waypoint Consulting

Inc. Waypoint’s software products are a key component of our “GPS+” strategy, especially in

the intrOd UCtion Of our SPAN product line where we are integrating GPS and inertial systems. Waypoint's talented

employees have been a welcome addition to our existing highly skilled NovAtel team.

our next generation

Growing OEM business

teC h n Ology, th e O EMV Our growth continues to be driven by our largest revenue category, Special Applications, which grew '
. . 29% in 2005 compared to 2004 and contributed C$42.6 million to revenue. Special Applications forms
fam ' Iy Of receivers the core of our business and is made up primarily of sales to large OEMs and system integrators who
incorporate our technology into their end-user solutions. A significant growth driver in Special
Applications is our business into China, which grew 62% in 2005 compared to 2004. China has a developing OEM integration market that is
addressing domestic surveying, mapping, port automation and other applications that require precise positioning and navigation.

We also achieved approximately 35% growth in the United States across a number of vertical markets, as we!l as increased shipments to
Europe. Our sales into Europe are primarily for the surveying and mapping market through our strategic relationship with Leica Geosystems
AG, which is our largest customer and comprised 18% of our total revenue in 2005. This successful refationship continues to be an excellent
example of our “NovAtel Onboard” strategy, as we work closely with Leica to develop technology and compenents in support of their future
product roadmaps. NovAtel technology is currently onboard a growing number of Leica’s surveying, reference station and machine control
products, including their recently announced GPS 1200 products. We expect growth in mature markets, such as geomatics, to accelerate as
demand grows for our new receivers and antennas that now support multi-constellation signals.

We also expect continued long-term growth in Special Applications from a number of other vertical markets, including precision agriculture.
AGCO, a multi-billion dollar agricultural corporation, announced in 2005 that it has assumed responsibility for the assembly and distribution

B e
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| President and |
Chief Executive Officer |
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- |
‘ of its NovAtel GPS-based steering systems, soldi under AGCO’s Auto-Guide brand and as an aftermarket product under BEELINE Technologies, Inc.’s Arro brand.
AGCO also announced that the availability of Aut‘o-Guide has grown from a factory-installed option on one product line, the Challenger tractor, to muttiple product
lines and brands, including certain AGCO, Ag-Chbm and Massey-Ferguson tractors, sprayers and applicators. We are working closely with AGCO on future

products to support their global, precision agriculture roadmaps.
\

New generation of technology i

2005 set the stage for future growth with the int‘roduction of our next generation technology, the OEMV family of single-frequency, dual-frequency and, for the
first time, triple-frequency receivers. These prod}ucts began rolling out on schedule in March of 2006. We have made a significant investment over the past few
years to develop these products, and we are pleésed that some of our largest customers have already released products with OEMV technology onboard.

For existing customers, the OEMV-2 and OEMV-3 madels are drop-in replacements of our successful 0EM4 receivers, making transition virtually effortless.
OEMV technology sets a new standard in featuré integration, multipath mitigation and price performance. OEMV technology includes the capability to precisely
track the next-generation “modernized” GPS sidnals including the third L5 frequency, as well as dual-frequency signals from the growing Russian GLONASS
satellite constellation. GLONASS is a satellite na{/igation system operated by Russia, and is complementary to the United States’ GPS and the European Union’s
future Galileo systems. All three systems are refofarred to as the Global Navigation Satellite System, or GNSS. We were also the first to announce a single-board,
dual-frequency GPS+Galileo receiver earlier this year. What does access to these myriad combinations of satellite signals and frequencies mean to our
customers? Simply stated, the more satelfites ar‘ld frequencies simultaneously tracked, the more available and reliable the positioning and navigation solution,
especially in partially obstructed environments. We believe that the new expanded GNSS capability on our core family of precision components will continue

|
1o create a compelling price performance ratio with superior return for our customers.
Galileo—a strategic win ‘

Late in 2005, we announced that we had been s‘elected as a key technology contributor to the development team responsible for the ground-based segment of
Galileo, Europe’s future state-of-the-art satellite |navigation system. This multi-year contract has the potential to generate up to €6.3 million of funded research
and development by 2008. We are currently working on this program and have begun to realize revenue. We are very excited about our involvement in this
program—not only are we working on critical el“ements of Galileo, but we believe our early funded development will drive competitive advantage in our future

development of commercial Galileo products. ThF European Space Agency expects that Galileo will be operational in the 2008-2011 time frame.

Revenue from the Galileo program is recorded u:nder our Aerospace and Defence business category that, as expected, experienced a decrease in 2005 compared
to 2004, This decrease is not related to a loss of:market share, rather, it is a consequence of the timing of certain programs and projects. For example, in

2004 we recorded significant revenue from the éhipment of products to upgrade the US Wide Area Augmentation System (WAAS) civil navigation program. Such
programs have defined start and end dates, van} in scope and do not necessarily occur on an annual basis. However, the long-term opportunities for regional
satellite-based augmentation systems (SBAS) sdch as WAAS look promising. During 2005, we delivered receivers to Raytheon for initial testing

of India's SBAS program, GAGAN, and we beliew‘e there is potential over the next few years as India and other countries decide to invest in the benefits of

implementing SBAS programs.

The performance of our third business category, Geomatics, improved in 2005 compared to 2004, with revenue increasing 24% to C$11.5 million. The majority
of this increase was due to component sales to new customers in Canada and Asia, as well as increased revenue atfributable to Point, Inc., our joint venture
with Sokkia Co., Ltd. of Japan. Shipments begaq in late 2005 of a next-generation, dual-frequency surveying system, which Sokkia launched in late 2005.

This system was jointly developed by Point and NovAtel and contains our advanced receiver and antenna technology onboard, as well as a number of innovative
and competitive user features.
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The steady growth we have achieved over the past five years has allowed NovAtel to add to its existing foundation of great, talented people.
In 2005, we expanded in all areas—sales, marketing, administration, manufacturing, research and development—in order to remain
positioned to deliver price-competitive products and technology. The number of full-time employees at NovAte! increased 20% in 2005
compared to 2004, and we opened a new office in Europe to expand our dealer network and to provide regional sales support. We welcome
these new members to the NovAtel team as we work together to meet 2006 objectives. We also broke ground on an addition to our existing
facility here in Calgary, Alberta and plan to begin occupying it in tate summer 2006.

Investment in our foundation
|

When a company experiences healthy growth, it is critical to remain mindful of operational efficiencies. In 2005, we continued to implement ‘
Lean Enterprise—a corporate culture of continuous improvement with the goals of improving quality, eliminating waste, reducing lead time ‘
! and reducing total costs. We have implemented process improvements during the year in many areas—from improving our New Product
Introduction Process, to major supply chain initiatives to drive sharter lead times and increased responsiveness to customer demand. }
\
i

Looking forward, we plan to continue to execute our strategy of investing in technology leadership, improving processes, growing business

with our current customers and working hard to gain new customers to drive future organic growth. We are also actively working to grow

our company beyond organic means by deploying our growing cash position. We are looking for more partnership and acquisition opportunities

that will provide access to complementary technologies to broaden our technology base, as well as opportunities that will allow us to access !

new customers and markets. ]
1
\
\

In closing, | must thank our customers, partners, employees and shareholders for making 2005 another exciting year for NovAte! Inc. Looking
to the future, we believe that NovAtel is well positioned to take advantage of the positive growth dynamics that will result from the growing
number of global satellite and augmentation systems. We look forward to continuing to report on our progress.
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Jonathan W. Ladd l
President and Chief Executive Officer |

May 2006 i

Mike McAloney Tony Murfin Curtis Anderson Graham Purves
Vice President, Operations Vice President, Vice President, Vice President, Sales
& Corporate Quality Business Development OEM Product Development

Not pictured: Farlip Halsey
Vice President, Marketing




- Gorporate Governance

Directors
(as at May 18, 2006)

| David E. Vaughn*
Chairman of the Board
(President, Foursome Technologies)

Robert J. Iverach*
Director

Richard D. Orman*+
Director
(Chief Executive, Nor Energy‘ AS)

Joel A. Schigicher*
Director

{Chairman and Chief Executive Officer,
Integrated Solutions, Inc.)

Charles R. Trimble*
Director

(Chairman, United States
GPS Industry Council)

Jonathan W. Ladd

Director

(President and Chief Executive Officer,
NovAtel Inc.)

Werner Gartner

Director

(Executive Vice President and
Chief Financial Officer,
NovAtel Inc.)

Patrick C. Fenton

Director

(Vice President and

Chief Technology Officer, NovAtet Inc.)

* Audit Committee *Compensation Committee

Executive Officers
and Key Employees

Jonathan W. Ladd

President, Chief Executive Officer
Werner Gartner

Executive Vice President,

Chief Financial Officer

Patrick C. Fenton

Vice President, Chief Technology Officer
Curtis Anderson

Vice President, OEM Product Development
Farlin A. Halsey

Vice President, Marketing

Michael McAloney

Vice President,

Operations and Corporate Quality
Anthony J. Murfin

Vice President, Business Development

Graham C. Purves
Vice President, Sales

Committees of the BJard of Directors

Audit Committee
The Audit Committee assists|NovAte!'s Board of Directors
in fulfilling its responsibilities for oversight and supervision
of financial and accounting matters. The Audit Committee’s
responsibilities include: eng@ging or discharging the
independent auditors; revie\/\;ling, with the independent
auditors, the plan and results of the auditing engagement;

reviewing NovAtel's internat lauditing procedures, system

of internal accounting contro‘ls and financial management;
and making inquiries into matters within the scope of this
Committee’s functions. The Bpard of Directors and the Audit
Committee have adopted a vyritten charter of the Audit
Committee, which may be viewed on NovAtel’s website,

www.novatel.com.

Compensation Committee ‘

The function of the Compensgtion Committee is to ensure that
NovAtel has a high caliber of‘ executive management in place
and a total compensation plan that is competitive, motivating
and rewarding for panicipants. The Compensation Committee
reviews and makes recommendations to the NovAtel Board

of Directors concerning the cjompensation of the key
management employees of the Company and the

administration of the compeﬁsation plans.

NovAtel Corporate Policies

Code of Ethics and Business Conduct

NovAtel Inc. is determined to conduct its business in strict
compliance with all applicable laws, rules and regulations;
with honesty and integrity; and with a strong commitment to
the highest standards of ethics and business conduct. The
Company’s employees are expected to conduct business
affairs within both the letter and the spirit of the law. A basic
principle is that integrity must guide the Company in all
dealings with all parties. The entire policy may be viewed on
NovAtel's website, www.novatel.com.

Insider Trading Policy

All employees, directors, officers and affiliates are required to
comply with NavAtel's Insider Trading Policy. The entire policy
may be viewed on NovAtel’s website, www.novatel.com.

NOVATEL is a trademark of NovAtel Inc., is Registered in the U.S. Patent
and Trademark Office and in Canada, and the NOVATEL mark is the
subject of registrations and pending applications to register the mark
slsewhere internationally. NOVATEL ONBOARD and VISION CORRELATOR
are trademarks of NovAtel Inc., are Registered in Australia, and are the
subject of pending applications to register each mark in the U.S., Canada
and elsewhere internationally.
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- (Generating Growth

NovAtel’s mission is to be the leading provider of precise global positioning plus augmentation
technologies that afford our customers rapid integration and exceptional return on investment. Itis
| crucial that our technology and product solutions meet the evolving requirements of our customers

worldwide—when our customers succeed, we succeed.

. . GLOBAL NAVIGATION SATELLITE SYSTEM
NovAtel’s highly skilled team of over : E , -

200 employees is dedicated to ensuring
that we meet the current and future

needs of over 400 customers around the
world. Attracting and retaining the best
performance-motivated employees is an

important aspect of NovAtel’s success. Investing in high-precision
positioning technology

R&D Expenditur €S NovAtel’s research focuses on growth through core innovation
and integration—the integration of GPS with other satellite
systems, as well as the combination of our technology with other
complementary technologies.

A key element of NovAtel’s growth strategy is continued substantial
investment in research and development, while maintaining
operating income margins to ensure continued profitability.

In 2005, we integrated an innovative new technology—Vision

$30 Correlator™. This technology uses a new patented approach in
\ 8.40/\.\ hardware and software that virtually eliminates errors caused by
$25 o 27.5% multipath, where reflected signals interfere with the direct line-of-
—@

sight satellite signals. By further improving signal tracking integrity,
NovAte! continues to offer the highest levels of satellite signal

24.3% 24.3%

520 measurement fidelity which equates to improved reliability and
$15 accuracy for our customers.
In 2005, we developed OEMV, our next generation of single-
$10 frequency, dual-frequency and now, triple-frequency receiver
engines. The OEMV family is the result of many years and millions
35 of dollars spent to develop innovative core technology that is also
capable of using signals from GPS and Russian GLONASS.
0 Currently, both the US Government’s GPS satellites and the Russian
02 03 04 05 Government's GLONASS satellites orbit the Earth; within the next
Customer funded (CONS millions) few years, they will be joined by Galileo satellites launched by
B Company funded (CDN$ milions) the European Union. Together, these constellations are known

@ % of Revenue as the Global Navigation Satellite System (GNSS).

With GNSS, a new era begins in satellite navigation. The opportunity
exists for more mature markets, such as geomatics, to grow at
higher than expected rates due to the true and measurable benefit
a customer can achieve using multi-consteliation receivers. Cur
customers will benefit from products that are designed to use the
signals from these multiple systems—the more satellites a receiver
can track at the same time, the more available and reliable the
positioning and navigation solution. Having better access to precise
positioning, even in obstructed environments where GPS alone
doesn’t work, will drive faster return on investment by expanding
the utilization of our customers’ products.




1
Acquiring technology}

N \ . .
A significant element of our growth strategy is to gain access
to technologies that will broaden our current product offering.

NovAtel is continually seeking to d“evelop strategic partnerships
with industry leaders of enabling apd complementary

technologies, such as inertial syste;ms, guidance technology
and wireless communications. We are also pursuing selective

strategic acquisitions that are com‘plementary to current product

offerings to expand our market opﬁortunity or broaden our
technology offering.

Our acquisition of Waypoint Consult‘ing inc. in 2005 is an excellent
example of this aspect of our growi'th strategy. The acquisition
immediately broadened our base of core precise positioning

technology and enabled us to address growing customer
demand for specialized real-time and post-processing GPS

and GPS/inertial positioning and trajectory software. We have
also begun integrating Waypoint's t‘echnology into our successful

SPAN Technology™, which combines GPS with an inertial
measurement unit to meet customér demand for precise position,
velocity, time and attitude data in c:hallenging environments
where satellites can become obstructed. The initial market
demand for SPAN Technology has t:exceeded our expectations,
and the integration of Waypoint's technology is expected to
make SPAN an even stronger prodt‘nct offering for NovAtel.

Galileo—Europe’s answer to GPS

Galileo will be Europe’s own global navigation satellite system,
and the European Space Agency has announced they expect

it to be operational in the 2008 to 2011 time frame. it will be
interoperable with GPS and GLONASS, the two other global
navigation sate!lite systems.The Galileo initiative was launched
by the European Union and the European Space Agency, and

is designed as a non-military system supporting both civilian
and government purposes.

NovAtel has been involved in Galileo programs since 2000,
including feasibility studies, concept demonstrations, development
of a dual GPS/Galileo test receiver, and initial development of the
Galileo system ground reference receiver. Qur early involvement,
which was funded through contracts received from the Canadian
Space Agency, has allowed us to develop core Galileo technology
well in advance of the deployment of the operational system.

We have now incorporated these earlier development efforts
into a new program to develop, qualify and supply receiver
components—key elements of the Galileo system'’s ground
infrastructure. The initial funding of €1.3 million was announced
in late 2005, and if our involvement continues, the fully funded
program could be worth €6.3 miltion between now and 2008.

Earlier this year, we announced the availability of our first GPS+
Galileo receiver and antenna. Qver the long term, we expect that
growth in sales of commercial receivers will be driven by customer
demand for the benefits that multiple global navigation satellite
systems can provide. We anticipate that when Galileo becomes
operational, GPS and Galileo, as well as GLONASS, will be used
together to significantly improve the quality and reliability of
satellite navigation.

N
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Market information

NovAte! Inc.’s common shares have been listed on The Nasdag Stock Market® since '
February 7, 1997. The following are the price ranges as reported by The Nasdaq Stock Market®
for the periods indicated.

(US$) High Low
Year Ended December 31, 2005 :
First Quarter 48.450 16.260
Second Quarter 29.190 14.318
Third Quarter 37.150 22.190
Fourth Quarter 31.760 21.690
Year Ended December 31, 2004

First Quarter 18.900 8.070
Second Quarter 15.470 9.500
Third Quarter 14.990 8.540
Fourth Quarter 50.350 11.390
Year Ended December 31, 2003

First Quarter 3.500 1.900
Second Quarter 4190 2.840
Third Quarter 4.980 3.250
Fourth Quarter 11.080 4,660
Year Ended December 31, 2002

First Quarter 4.000 2.100
Second Quarter 5.200 2.550
Third Quarter 2.840 1.810
Fourth Quarter 2.820 1.760
Year Ended December 31, 2001

First Quarter 2.688 1.281
Second Quarter 2.100 1.250
Third Quarter 2,310 1.300
Fourth Quarter 3.050 1.400

The Company has not deciared or paid any dividends on the common shares to date. The payment ‘
of dividends in the future will be dependent on the earnings and financial condition of the
Company and on such other factors as the NovAte! Board of Directors considers appropriate.

Forward-looking Statement

Certain statements in this annual report, including those about the Company's future plans and
intentions, financial guidance, long-term growth prospects, levels of activity or other future events,
are forward-looking statements for purposes of the Safe Harbor Provisions under the SEC's Private
Securities Litigation Reform Act of 1995. These forward-looking statements are not based on
historical facts, but rather on management’s current expectations regarding NovAtel’s future
growth, results of operations, performance, future capital and other expenditures, competitive
advantages, business prospects and opportunities. Forward-looking statements involve significant
known and unknown risks, uncertainties and assumptions. Many factors could cause actual
results, performance or achievements to differ materiaily from the results discussed or implied in
the forward-looking statements, including impact and timing of large orders, U.S. dollar to
Canadian dollar exchange rate fluctuations, and other factors described in the Company's Form
20-F and other SEC filings. These factors should be considered carefully and undue reliance
should not be placed on the forward-looking statements. These forward-looking statements are
made as of the date of this Annual Report, and NovAtel assumes no obligation to update or revise
them to reflect new events or circumstances.
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